


Big brands are powerful stuff. 



Big brands are enduring, perform steadily, have great 
flexibility and are loved by consumers of all ages. 

Nobody creates and nurtures big brands like we do. 
Eight PepsiCo brands each generate more than 
$1 billion in annual retail sales: Pepsi, Diet Pepsi, 

Pizza Hut Pan Pizza and Doritos, to name just four. 

And 25 sell more than $100 million, from Slice to 
Chee»tos to Taco Bell Nachos BellGrande. 

There’s more to come. Read on, it’s a sumo of a story! 
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Financial Highlights 


($ in millions except per share amounts) 


1990 


1989 


Percent 

Change 


Net sales. 

$ 17,803 

15,242 

5,777 

4,215 

5,250 

+ 17 
+ 13 
+ 20 
+ 19 

Soft drinks. 

$ 6,523 

Snack foods. 

Restaurants. 

$ 5,054 
$ 6,226 

Segment operating profits. 

. $ 2,224 

1,896 

+ 17 

Soft drinks. 

. $ 768 

676 

+ 14 

Snack foods. 

$ 934 

805 

+ 16 

Restaurants. 

. $ 522 

415 

+ 26 


Income from continuing operations. 

. $ 

1,091 

901 

+ 

21 

Per Share 

. $ 

1.37 

1.13 

+ 

21 

Net income. 

. $ 

1,077 

901 

+ 

20 

Per Share 

. $ 

1.35 

1.13 

+ 

19 

Cash dividends declared. 

. $ 

302 

253 

+ 

19 

Per Share 

. $ 

0.383 

0.320 

+ 

20 


Net cash generated by continuing operations. 

Purchases of property, plant and equipment for cash 
Acquisitions and investments in affiliates for cash ... 
Return on average shareholders' equity. 


$ 2,110 
$ 1,180 
$ 631 

% 24.8 


Per share information reflects the 1990 three-forone stock split 

Return on average shareholders’ equity was calculated using income from continuing operations 


1,886 

944 

3,297 

25.6 


+ 12 
+ 25 


Net Sales 

($ In Millions) 


17803 



Net sales have grown at 
a compounded annual 
rate of 18.6% over the 
past five years. 


Income From 

Continuing 

Operations 

< $ In Millions) 

1091 



Income Per Sliare 
From Continuing 
Operations 

(In Dollars) 


137 



Income per share from 
continuing operations 
has grown at a com¬ 
pounded annual rate of 
21.9% over the past five 
years. 


Year-End 
Market Price 
Of Stock 

(In Dollars) 



86 87 88 89 90 


The market price of 
PepsiCo Capital Stock 
has grown at a com¬ 
pounded annual rate of 
26.7% ewer the pas: five 
years. 
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To Our PepsiCo Family: 


Af ter glancing at our cover, you may think it's high time we 
stopped working with a printer who has to crank out "Inside the 
World of Sumo” the same week as our annual report. 

Don’t worry, no mix-up has occurred. We figure there’s no 
better way to illustrate the power of PepsiCo’s brands than with a 
sport in which a 300-pounder goes by the nickname "Tiny” 

On the one hand, PepsiCo is in the business of selling soft 
drinks and snacks, as well as a whole lot of chicken, tacos and 
pizzas. But we’re really in the business of building brands. Like the 
sumo, these brands are big and powerful. While sumo is the 
"sport of champions’' only in Asia, brand building has emerged as 
a global sport that everyone wants to play. I wouldn’t trade it for 
any other business. 

What can big, powerful brands do for a company?Just look at 
PepsiCo’s 1990 performance: 

• Net income rose 20%, to 31.1 billion. 

• Income per share from continuing operations was up 21%. 
to S1.3" 7 . 

• Dividends declared per share increased 20%. 

• Sales climbed 17% to nearly $18 billion. 

• Outstanding profit growth occurred in all three lines of our 
business, with soft drinks up 14%, snack fcxxls up 16%, and 
restaurants growing 26%. 

• The price of PepsiCo stock rose 20%, compared to a 3% decline 
for the S&P 400. 

W hen you consider that 1990 was a soft year for the economy, 
those results are as close to astounding its Kansas is to Nebraska. 

Here is the beauty of PepsiCo: While last year was a record, 
it’s also the newest entry in a five-year album we’ve now put 
together. Since 1985, our stiles have increased at a compounded 
rate of 19%, and income from continuing operations is up by a 
compounded rate of 21%. 

Half a decade of this level of growth in both sales and earnings 
would be cause for uncorking the champagne at a Silicon Valley 
start-up. But for an 318 billion company in extremely competitive 
markets, it's downright astonishing. It reveals the kind of momen¬ 
tum that big brands can help achieve. 

The Brand Advantage 

Obviously, a lot goes into a successful business, from manage¬ 
ment talent to wise use of cash. But for a consumer products 
company one of the most basic factors is the ability to create and 
sustain brands that consumers love, year after year after year. 

PepsiG) is not the only consumer products company that sells 
brands. After all, brands jump out at us from every grocery shelf, 
and scream out from every TV screen. But PepsiCo^ brands 


operate on a scale that most companies can only dream of. 

Eight of our brands-Doritos, Ruffles, KFC Original Recipe 
Chicken, Pizza Hut Pan Pizza, Pepsi, Diet Pepsi, Mountain Dew and 
7UP-achieve a billion dollars in retail sales every year. Tw enty- 
five more brands achieve at least a hundred million. PepsiCo 
brands are true champions, measured by' both the breadth and 
endurance of their popularity. 

We live in an age of impermanence. Our attics are jammed with 
1 lula Hoops, Lava Limps and Pet Rocks. Rare are those things that 
command our trust aid loyalty for very long. Yet those are 
precisely the factors that define a brand, and make the big brand 
"hall of fame” so exclusive. 

It's not easy to enter. But once inside, consider some of the 
advantages y ou enjoy. 


• Big Brands Stand the Test of Time 

The new’ kid on PepsiCo’s big-brand block is Ruffles, which at 32 
years of age is wet liehind the ears by big brand standards. Pepsi, 



Wayne Calloway 

Chairman of the Be >ard and Chief Executive Officer 
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our oldest brand, was first sold nearly a hundred years ago back in 
North Carolina when my grandfather was a boy. But age 
doesn’t mean sluggishness. Look at Mountain Dew. Last year 
Mountain Dew added another $130 million, bringing its retail 
sales to $1.9 billion. That’s a 7% growth rate for a brand that has 
already celebrated its fortieth birthday. 


Clearly, diet soft drinks, led by Diet Pepsi, allow consumers to take 
their consumption patterns with them as they age. 

Now; Frito-Lay has introduced low-oil snack chips, and KFC has 
come up with fried chicken w ithout skin. By tweaking our brands 
just a bit, we create entire new' brands, and give snack and chicken 
lovers a reason to keep munching for their entire lives. 


• Big Brands Grow in Good Times and Bad 

PepsiCo’s brands are all ‘inexpensive luxuries.” Even a full meal at 
Taco Bell, KFC or Pizza Hut will cost you less than five bucks. But 
consumers see our brands as valuable, not cheap. So they stay 
penciled into consumers’ budgets during even the roughest 
economic storm. Hist year, for example, our three restaurant 
chains each offered consumers more food for their dollar. In a 
tough year for the industry each of our chains enjoyed record 
years. 

• Big Brands Lead to a Lifetime of Loyalty 7 

Two decades ago, skeptics said that soft drinks w-ere a topped-out 
industry because consumers w 7 ould stop drinking them once they 
reached 30. Instead, today 30- to 40-year-old coasumers are 
drinking more than 22% of all soft drinks-up from 13% in 1970. 


Net Cash 
Generated By 
Continuing 
Operations 

($ In Millions) 


2110 



Return On 
Average 
Shareholders’ 
Equity* 

(Percent) 



•Based on income from 
continuing operations 


• Big Brands Travel Well 

How far can a brand’s reputation extend? An independent British 
market research firm last year asked 600 Eastern Europeans to list 
the Western consumer products they respected most. Only four 
people didn’t mention Pepsi-Cola, making it the most popular 
Western brand. 

Remember, our Eastern European soft drink distribution sys¬ 
tem is still in its infancy. So those survey results are truly amazing, 
because most of these consumers have probably never actually 
tasted our products. A powerful brand's appeal can transcend 
differences of language and culture. 

• Big Brands Are More than a Pretty Face 

Let’s say you could come up with a recipe for a product as 
scrumptious as Pizza Hut's Meat Lover's Pizza. The real challenge is 
not just to make the product, but to keep it hot and tasty while 
getting it into the mouths of 3,000.000 consumers even 7 day. That 
takes operating systems of enormous complexity 

Through ideas like Pizza Hut kiosks, w r e use our operating 
systems to strengthen our brands, by making them available to 
customers in new* places. Our control over these systems also 
gives us a unique competitive advantage. Taco Bell, for example, 
startled the quick service restaurant industry by offering consum¬ 
ers more ftxxj for their money But the reed secret of Taco ElelHs 
success has been its gains in restaurant productivity The chain 
w r as able to slash menu prices, and still protect its profit margins. 

The Brand Philosophy 

Big brands can make a company powerful. But braids only 
endure if you know 7 how 7 to nurture them correctly And here’s the 
irony: The only w 7 ay to guarantee the continued power of big 
brands is to chaige with consumer tastes. When it comes to ouild- 
ing big braids, change plus innovation really does equal stability 

That doesn’t necessarily mean you chaige the formula (we’ve 
heard rumors another company once tried that). But innov ative 
line extensions like Jumpin'Jack Doritos, distribution systems like 
Pizza Hut kiosks, and strategies like Taco Bell's value menu, all 
help to drive our products' reputations through “fad," past “flash 
in the pai, " aid into the realm of a true brand, with legions of 
loyal followers. 
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We’ve learned that a brand is not simply a pretty bag filled with 
chips. Behind every bag. every can, every container, lies a restless 
passion for change, coupled with a disciplined attention to operat¬ 
ing detail. 

The bad news is this combination is rare and hard to develop. 
The good news is, once you have it, the magic of a brand can l^e 
shared, passed around, even extended to entirely new products. 

That explains why brands have helped drive our explosive 
performance, and why we have every confidence we will keep up 
that growth in the years ahead. 

PepsiCo’s Prospects 

As I indicated at the start of this letter, our financial performance 
in 1990 met the high expectations we’ve established for ourselves. 
Our shareholders will be heartened to know that w r hile we 
strengthen our brands and meet our short-term goals, we also 
make long-term investments in an even brighter future. This 
company will never be seduced by success. 

List year, every PepsiCo division worked to turn its organiza¬ 
tions upside down, to empower the people closest to the 
consumer. Taco Bell, for example, broke decades of restaurant 
industry tradition by widening the span of control over individual 
restaurants, giving each manager more freedom and authority. 

In marketing and operations, we continue to follow' our 
maxim: Fix it today, before it breaks. You’ll read in this report 
about a record number of new' products at KFC, Taco Bell’s 
revolutionary new' value menu; and Sunchips, Frito-Lays new' 
multigrain chip, a product that could one day be as popular a 
brand as Doritos. 

We also continue to expand our business through investments 
in our operations as w r ell as making close-in acquisitions that 
increase shareholder value. Lest year, w r e invested about three- 
quarters of a billion dollars in new' businesses, with a total of 23 
acquisitions. These ranged from majority ownership of Mexico's 
largest cookie company, Gamesa, to the purchase of several of our 
small franchised bottling operations. 

We support these investments with financial policies that strive 
to fund our businesses at the lowest possible cost, while giving us 
the flexibility to pursue grow th. 

Every company faces the question of how much debt is 
appropriate. PepsiCo's philosophy hasn't changed much over the 
years, despite leveraged buyouts and the ups and downs of the 
junk bond markets. 

We carefully set a corporate leverage target, or a ratio of our net 
debt to net debt plus market value of equity. Over time, we strive 


to achieve a ratio of 20% to 25%. We use market value as a 
yardstick, rather than the traditional book value, because the 
market standard reflects the tremendous value of our intangible 
assets-especially our brands’ reputations-while also taking into 
account our strong potential for growth. 

Our leverage target is set with an eye toward maintaining 
flexibility, which means we can exceed our target occasionally to 
take advantage of attractive investment opportunities. 

Our financial policies are designed to ensure that PepsiCo’s 
credit rating remains strong, ensuring full access to credit mar¬ 
kets, and lowering the cost of our investment strategies. 

In 1991, we will continue to accelerate our growth in our 
international markets. Last year, for the first time, one out of every 
five sales dollars was outside the US. In every line of business, w e 
see potential that equals or exceeds the explosive grow th that 
occurred when our domestic industries were in their infancies. 

Keeping up with this growth will be a challenge, and an 
incredible force for renewal at PepsiCo. In light of our emergence 
as a truly global company, I've assessed the international potential 
for each line of business in this year’s Operating Review'. 

PepsiCo People 

Recently Fortune magazine asked the nation's business experts to 
list America’s most admired companies. Out of hundreds of 
companies, we were flattered and fortunate to finish in the top 
five of this distinguished ranking. But what especially pleased me 
w as the consistently liigh marks we received for the quality of our 
management. 

These experts weren't talking about me. They were talking 
about our division leaders, our staff experts, our route drivers, 
our plant operation managers. 

Tw o years ago, we recognized the role that every PepsiCo 
family member plays in our development. We became the largest 
company to grant stock options to every full-time team member. 

If you think employee empowerment is just a buzzword, talk to 
the elderly Ohio couple who watched a Pizza Hut delivery 
woman stop a parade to bring them their hot pizza. 

Or talk to a senior executive at Texaco who went out to dinner 
and accidentally bumped into one of our accountants from 
corporate headquarters. Although the accountant had no sales 
responsibilities, he talked the Texaco executive into trying to sell 
pizzas at convenience stations in Europe. Give us 300,000 people 
with that accountant’s attitude and we can do anything. 

Of course, this change-oriented psychology doesn't just exist 
on our front lines, hist year, Roger Enrico, for many years our 


Segment Net Sales Total: $17,803 

(S In Millions) 



Snack Foods 

$ 5,054 

28 % 



Restaurants 

$ 6,226 

35 % 


Soft Drinks 

$ 6,523 

37 % 


Segment Operating Profits Total: $2,224 

($ In Millions) 



Segment Capital Spending Total: $1,176 

(S In Millions) 



Cola Wars general, became chairman of Frito-Lay, our most 
profitable division. And Mike Jordan, who ran our worldwide 
snack food business, is now responsible for international soft 
drinks and snack foods. 

PepsiCo's success owes much to our Board of Directors. In my 
opinion, it is the finest board in corporate America. This year, that 
Board will undergo change. 

Frank T. Cary and William T. Coleman Jr will both retire from 
the Board in May Frank ran IBM and is one of our nation’s 
foremost business leaders. Bill’s contributions to the legal profes¬ 
sion and his public service have helped change American history. 
He brought that same passion and intellect to the PepsiCo Board. 
W r e thank them for all they did on PepsiCo's behalf. 

The May Board meeting will also be the occasion for the 
official retirement from the Board of Donald M. Kendall, PepsiCo’s 
former chairman. Together with Herman Lay, Don was our 
creator, and our company today strives to live up to his ideals. Rest 
assured, Don will continue to provide us with guidance and 
advice. He will always be PepsiCo’s roving ambassador to the 
world, as well as our resident expert on the Soviet Union, 
international diplomacy, Washington politics, sculpture, botanical 
gardens, Russian vodka and physical fitness. 

As these great executives exit from our Board, we are very 
pleased to welcome John Akers, chairman of IBM. His experience 
will be invaluable in helping to chart PepsiCo^ future. 

Raising “Yokozuna” 

In sumo, “Yokozuna" means, “the champion.” It is a rare rank 
reserved for only the very finest wrestlers. The brand-building 
business gives no such formal aw ards, but that’s still our goal: W r e 
w ant to be the world’s finest consumer products company 

As this report indicates, w r e continue to make progress toward 
that objective. Our brands have never been as big, our capacity 
for change never more apparent, our operating and marketing 
capacity never more powerful. 

While the world economy breeds uncertainty, I can say w- th 
confidence that PepsiCo in 1991 is dedicated to turning in record 
performances for the benefit of every member of our extended 
familv. 

Wayne Calloway 

Chairman of the Board aid Chief Executive Officer 
March 1,1991 
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Operating Review 


PepsiCo is a leader in three very large, growing and profitable 
markets: soft drinks, snack foods and restaurants. Our major 
companies-Pepsi-Cola, Frito-Lay, PepsiCo Foods International, 
Pizza Hut, KFC and Taco Bell-are among the best known and 
most successful in the world. 

PepsiCo hits scores of big, beloved brands available in 
nearly 150 countries. Our brands account for an estimated 
$44 billion in retail sales. 

PepsiCo hits more than 300,000 employees and they are the 
biggest reason for our success. Their talent and dedication in 
handling millions of consumer and trade transactions each 
day make PepsiCo one of the world’s premier consumer 
products companies. 

PepsiCo is first and foremost a growth company Our primary 
corporate objective is to maximize the value of our share¬ 
holders' investments through a strategy of rapid sales growth, 
close control of costs and astute investment of our financial 
resources. 

In 1990 we achieved our objective through: 

• Strong double-digit sales growth in all three lines of 
business. 

• Record levels of operating profits in each business-pushing 
net income over the $1 billion mark for the first time. 

• More than $1.9 billion in capital investments and acquisi¬ 
tions of 23 domestic and international businesses. 

The Operating Review details the vigorous action each of our 
businesses is taking to improve on this record performance. 
1990 was our best year ever, and 1991 will be even better. 


Pepsi-Cola Company 
Pepsi-Cola International 


($ in Millions ) 


Sales 

$6,523 

% Change 

+ 13 

Operating Profits 

$ 768 

% Change 

+ 14 

Profit Margin%* 

11.9 

Point Change 

+ .5 


•Excludes unusual items described on page 35. 


Operating Highlights 

• U.S. operating profits climb 17%, 
sales up 9%. International sales up 
29%, system volume up nearly 5%. 

• Diet Pepsi products generate seventh 
consecutive year of double-digit vol¬ 
ume increases. 

• Brand Pepsi worldwide retail sales 
exceed $14 billion. 

• Caffeine Free Diet Pepsi becomes the 
fastest-growing diet cola in the U. S. 

• Ten-year contract signed with 
Soviet Union. Lehar Pepsi launched 
in India. 

• Hand-held computers provide better 
customer service and operating 
savings. 

• Ongoing acquisitions of franchised 
botding operations improve selling 
and efficiency. 

• New partnerships strengthen inter¬ 
national bottling system. 


Industry Position 

In 1990 estimated retail sales of all soft 
drinks in the US. reached $44 bil- 
lion-an estimated 7.9 billion cases. 
Consumption climbed to more than 
47 gallons of soft drinks per person. 
Volume grew 3%. 

The international soft drink market 
is even larger, nearly 14 billion cases in 
1990. Compared to the U.S., worldwide 
consumption rates are relatively low. 

So there remains enormous growth 
potential overseas. For example, even 
in Mexico, the world’s second largest 
soft drink market, per capita consump¬ 
tion is only about two-thirds what it is 
in the US. 

In the U.S., Pepsi-Cola brands 
account for approximately one-third of 
the entire soft drink industry-about 
$14 billion in retail sales. Volume 
growth in the Pepsi-Cola system was 
even with that of the soft drink indus¬ 
try, despite loss of a major fountain 
account. 

Internationally our product line 
includes TUP, a popular brand in more 
than 80 countries. In all, our brands 
are available in nearly 150 countries 
and account for about 15% of the 
market outside the US. International 
system volume increased about 5%. 
Excluding the impact of halted ship¬ 
ments to Iraq and Kuwait, interna¬ 
tional system volume increased 7%. 

Marketing Strategies 

During 1990 these key marketing 
strategies kept four of our soft drinks- 
Pepsi, Diet Pepsi, Caffeine Free Diet 
Pepsi and Mountain Dew-among the 
world’s top 10 soft drink trademarks 
and helped raise retail sales of our soft 
drink products around the world to 
more than $23 billion. 
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Big Brands Worldwide 


Introduced: 1898 
Estimated 1990 Retail Sales: 
$14 Billion 


Acquired: 1964 
Estimated 1990 Retail Sales: 
$1.9 Billion 


Acquired: 1986 
Estimated 1990 
Retail Sales: 
$130 Million 



Introduced: 1964 
Estimated 1990 Retail Sales: 
$3.7 Billion 


Introduced: 1984 
Estimated 1990 Retail Sales: 
$600 Million 


Lead diet segment growth. 

In 1964 we recognized that diet soft 
drinks would become a big growth 
market in the future, and we intro¬ 
duced Diet Pepsi, the first national diet 
soft drink. Today, diet soft drinks 
account for nearly 30% of the US. 
soft drink market-and w e’ve built 
Diet Pepsi into the fourth largest soft 
drink brand in the nation. We’ve done 
this by making sure that Diet Pepsi has 
a great taste and is supported by strong 
advertising and promotions. 

In 1990, “The Right One,” a major 
advertising campaign, featured singing 
legend Ray Charles. Diet Pepsi wus 
showcased at major events such as the 
Super Bowl Our efforts made this the 
seventh consecutive year of double¬ 
digit growth for Diet Pepsi products. 
Caffeine Free Diet Pepsi, with a 
growth rate of nearly 18%, became the 
fastest-growing diet cola in the U.S. 


Acquired: 1986* 

Estimated 1990 International 
Retail Sales: $1.3 Billion 

* In the I mted States. "I P 
is nc it owned by PepsiCo 

Expand through line extensions. 

Diet and flavor varieties capitalize 
on the familiarity of our brands to 
accelerate growth. For example, 

Diet Mountain Dew; introduced in 
1986, grew’ 14% in 1990, bringing 
retail sales of Mountain Dew 
products to $1.9 billion. 

In 1989 we introduced line exten¬ 
sions to Mug Root Beer, acquired 
three years earlier. New' Mug Cream is 
available in both regular and diet 
versions With growth of 26% in 1990 
and retail sales of $130 million. Mug is 
one of the fastest-growing soft drinks 
in the industry. 

Concentrate on high-potential 
international markets. 

In 1990 international sales grew* 29%. 
We focused on building our brands in 
high-potential markets. In the Soviet 
Union, w e signed a new agreement 
that will more than double Soviet soft 
drink production during this decade. 
In India our joint venture launched its 
first product- Lehar Pepsi. 

Similarly, since acquiring Seven-Up 
International in 1986, we've expanded 
the TUP brand and introduced it in 
more than 30 markets. 

Once we’ve established our major 
brands, we look for other market 
opportunities. For instance, diet soft 
drinks are becoming more popular 
overseas and we’ve now introduced 
Diet Pepsi in 69 countries. In 1990 w r e 
continued to expand by introducing 
Diet Pepsi with 100% NutraSweet in 
Singapore. In Australia we introduced 
the first caffeine-free diet cola. 

Vending offers a huge international 
opportunity. In the U.S., at least 12% of 
soft drinks are sold through vending 
machines. Internationally, apart from 
just a few' countries, vending machines 
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are practicalIv unknown. We took 
advantage of this opportunity by 
increasing vending placement in inter¬ 
national markets by approximately 
one-third in 1990. 

Create news around brand Pepsi 
to keep it young and exciting. 

Pepsi is not only a big brand, it’s one of 
the biggest and best known. In 1990 
worldwide retail sales of brand Pepsi 
exceeded $14 billion. That’s larger than 
the gross national product of nearly 
two-thirds of the world's nations. 

Our size is the result of an intense 
focus on brand Pepsi through advertis¬ 
ing and promotion. Our advertising 
consistently rates at the top of US. 
consumer polls in terms of enjoyment 
and memorability. As a result, despite 
being nearly 100 years old, brand Pepsi 
has a young, fresh image that we 
constantly update. In 1990, for exam¬ 
ple, our television commercials fea¬ 
tured top stars such as Fred Savage, 
Young MC, M.C. Hammer, Bo Jackson 
and Kirk Cameron. 

We next capture consumer attention 
at the point of sale. We did this in 
exciting ways in 1990 with such suc¬ 
cessful promotions as “Cool Cans/Cool 
Cash," featuring novel grapliics on our 
Pepsi cans. Consumers returned each 
week for new designs. The promotion 
w as so popular, we brought it back for 
die winter holiday season, this time for 
brand Pepsi, Diet Pepsi and Caffeine 
Free Diet Pepsi. 

Operating Strategies 

Our soft drink operations are large 
and profitable. Our system includes 
nearly 900 company-owned and fran¬ 
chised bottling planes worldwide. Our 
company-owned fleet alone totals 
nearly 12,000 vehicles. In 1990 world¬ 


wide operating profits reached $768 
million, up 14%. Four major strategies 
helped us achieve these results. 

Improve our U.S. competitive 
position through acquisitions. 

We're investing to improve our com¬ 
petitive position by selectively buying 
available franchises to help consolidate 
production and reach consumers 
more efficiently 

In the past five years, w r eVe invested 
$4.6 billion to acquire franchised bot¬ 
tlers, thereby increasing our owner¬ 
ship in the system from one-fourth to 
nearly one-half. We've also acquired 
equity positions in another 20% of the 
bottling business. In 1990 w r e acquired 
four franchisees. 

This major shift toward ownership 
gives us the flexibility to change the 
w ay we manage our bottling business. 
Owning more of our system not only 
creates cost synergies, it also allows us 
to more easily expand distribution to 
new' markets. We've established new 
account groups to serve restaurants 
and their supply groups, and theaters 
and other on-premise opportunities. 
Our customers are supported both on 
a local and a national level. 

Spread the use of hand-held 
computers. 

We are stepping up the intrexjuction of 
hand-held computers on our U.S. route 
trucks in order to improve operating 
efficiency. Hand-held computers w ere 
first used successfully by Frito-Lay. The 
computers on a Pepsi-Cola route truck 
save our salespeople time, strengthen 
our management of accounts and 
allow us to provide better service to 
our customers. Savings from labor and 
supplies are estimated at $8 million a 
year-an amount that compounds year 
to year. 


Soft Drinks 
Net Sales 

% Of Total Net Sales 

($ In Millions) 


6S23 



86 87 88 89 90 


Soft Drinks 
Operating Profits 

% Of Total Segments 
Operating Profits 

($ In Millions) 

768 



86 87 88 89 90 


Soft Drinks 
Capital Spending 

% Of Total Segments 
Capital Spending 

($ In Millions) 


268 



86 87 88 89 90 
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U.S. Soft Drink 
Consumption 

(Gallons Per Capita) 


SO 



U.S. soft drink 
consumption reached 
a new high of more 
than 47 gallons per 
person. 


U.S. Pepsi-Cola 
System Case Sales 
Growth vs. 

U.S. Soft Drink 
Industry Growth 1990 

3% 3% 



Industry Pepsi-Cola 

U.S. volumes of 
Pepsi-Cola products 
grew as fast as soft 
drink industry 
volumes. 


Chairman’s Outlook; 
Focus on International 
Opportunities 

WeVe built up tremendous equity 
in our soft drink brands. They’re 
known around the world, asso¬ 
ciated with fun and refreshment and 
are so much a part of people’s lives 
that they’ll weather most economic 
shifts. 

The challenge of our business is 
to keep infusing it with new ideas 
that make it even more profitable. In 
the U.S., this means strong market¬ 
ing programs, exciting advertising 
and careful attention to operations. 

Overseas, the growth prospects 
for the soft drink industry are vir¬ 
tually limitless and there are many 
things working in PepsiCo’s favor as 
we take adv antage of this growth. 

In some countries, per capita 
consumption is still so low that con¬ 
sumers drink in a year the same 
quantity of soft drinks as many 
Americans consume in a weekend. 
We're helping to change this 
through aggressive advertising and 
promotion of our soft drinks, as well 
as new convenience packaging. In 
Holland, for example, we intro¬ 
duced a returnable plastic soft drink 
bottle. It increased our market share 
by four points. Overall, interna¬ 
tional industry volumes are expand¬ 
ing at more than one and one-half 
times the U.S. industry rate and 
should continue at that pace for 
some time to come. 

Economic growth is also in our 
favor. We're seeing lower inflation 
and robust growth in some of our 
key Latin American markets, espe¬ 
cially Mexico, where we hold nearly 
30% of the cola market. 


Rising long-term world pros¬ 
perity, reduced barriers to trade, 
and the global expansion of televi¬ 
sion, mean that our markets are 
poised for unprecedented expan¬ 
sion. The only clouds in 1990 were 
those in the Middle East where con¬ 
centrate shipments to Iraq and 
Kuwait stopped late in the year 
because of the outbreak of war. 

In our international soft drink 
markets, our biggest challenge is 
how to take adv antage of the grow¬ 
ing opportunities. The major issue 
we face is how to efficiently and 
consistently get our products to con¬ 
sumers, and guarantee quality in 
taste, packaging and image. This 
means strengthening our bottlers. 
Where it makes sense, we’re taking 
ownership. 

The things we are doing to 
develop and nurture our brands and 
take advantage of their considerable 
equity may sound easy enough, but 
they’re all complicated by the fact 
we have to do them in nearly 150 
diverse markets. 

I’m confident we re up to the chal¬ 
lenge. Since 1985 our international 
soft drink revenues have grown at a 
compound annual rate of 22% and 
profits from ongoing operations 
soared at a compound annual rate of 
44%. And this is only the beginning. 
Although our international soft 
drink operations are 56 years old, 
we’re really just a teenager. 

For 1991, our strong U.S. results 
when combined with our accelerat¬ 
ing international results, should 
generate increasing revenues and 
double-digit increases in operating 
profits. 

-Wayne Calloway 
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Improve our customers’ 
businesses. 

Our goal is to understand our customers’ 
needs and to address those needs 
better and faster than our competition. 

Were helping our customers grow 
their businesses as well as our own. 

For example, in 1990 we worked with a 
convenience store account to create a 
series of national events that increased 
its soft drink sales by millions of cases. 
We re launching similar programs, 
tailored to each customer’s needs. 
Convenience stores are a fast-growing 
soft drink category, so the potential is 
significant. 

Strengthen our international 
operations. 

Throughout the world, w r e’re forging 
new; stronger partnerships through 
joint ventures and botder appoint¬ 
ments. Our goal is to strengthen our 
international soft drink system 
through partnerships with bottlers 
w ho are experienced in soft drinks, 
committed to Pepsi brands and finan¬ 
cially secure. 

We’ve made major strides. In the last 
two years we’ve started joint ventures 
in the Philippines, Taiwan and Spain. 

We have new franchise agreements in 
Australia and Argentina. 

Results have been very positive. In 
the Philippines, for example, volume 
had been declining for two years. Our 
joint venture was formed with a group 
of prominent industrialists. We then 
invested to rebuild the infrastructure, 
to improve quality and to strengthen 
selling and distribution. The success of 
this strategy was immediately clear. In 
1990 volume increased 27%. 

We re also focusing on the quality 
and image of our brands, which are 
our ultimate competitive strengths. 

To do this we've increased product 


testing and tightened our creative stan¬ 
dards. We’re applying the same award - 
winning U.S. creative standards to our 
international operations. Most impor¬ 
tantly; we’re formalizing the process 
through a new’ bottler training school, 
the Pepsi-Cola International Manage¬ 
ment Institute. 

Management’s Analysis 

(Note: the following discussion 
should be read in conjunction 
with “Business Segments” on page 
34 and “Management’s Analysis- 
Results of Operations” on page 37.) 

1990 vs. 1989 

Worldwide net sales increased 13% to 
$6.5 billion. Excluding the first year 
impact of franchised domestic and 
international bottler acquisitions and 
the 1989 reconsolidation of a bottling 
operation in Japan previously held for 
sale, net sales increased 9%. The 
largest of the acquisitions was the 
March 1989 acquisition of the fran¬ 
chised domestic bottling operations 
of General Cinema Corporation. 
(Comparisons excluding the first year 
impact of acquired and reconsolidated 
bottling operations are determined by 
excluding from reported current year 
amounts the results of such operations 
for the corresponding periods that the 
operations were not reflected in 
reported prior year amounts.) 

Domestic net sales rose 9% to $5.0 
billion. Excluding the first year impact 
of acquisitions, domestic net sales rose 
$245 million (5%). This growth 
reflected higher volumes and pricing 
in both concentrate and bottling oper¬ 
ations, with volume growth represent¬ 
ing about 70% of the increase. 

International net sales grew 29% 
to $1.5 billion. Excluding the first year 
impact of acquired and reconsolidated 


U.S. Soft Drink 
Industry Retail Sales 
Pepsi Cola Share 



U.S. retail sales of 
soft drinks total $44 
billion. Pepsi-Cola 
brands account for 
almost one-third of 
this market. 


International 
Soft Drink 
Case Sales 
Pepsi-Cola and 
7IJP Share 



International sales of 
soft drinks total about 
14 billion cases. 
Pepsi-Cola and TUP 
brands account for 
about 15% of this 
market. 
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Top-Selling Food Categories 
In Major U.S. Supermarkets 

(Sales In $ Millions) 



Brand Pepsi sales are higher 
than the sales of the leading 
brand in any other super¬ 
market food category. 

(Based on IRI InfoScan Service® data) 


bottling operations, international net 
sales advanced $256 million (22%). 
One-third of the sales increase was 
due to higher finished product sales 
to franchisees in Germany and Japan. 
Increased concentrate shipments rep¬ 
resented 20% of the improvement. 

The remainder of the growth was due 
to price increases, the favorable trans¬ 
lation impact of a weaker U.S. dollar 
and higher sales in bottling operations. 

Domestic system (combined com¬ 
pany-owned and franchised bottlers) 
case sales grew 3%. Excluding from 
both years the Burger King fountain 
business, which was lost to a competi¬ 
tor in 1990, domestic system case sales 
rose 4%. This growth reflected strong 
gains in Diet Pepsi, Mountain Dew and 
Mug products, partially' offset by 
declines in Slice products. Interna¬ 
tional system case sales increased 5%, 
as strong sales in Western Europe, Asia 
and Latin America were partially offset 
by’ declines in the Middle East due to 
the halt of concentrate shipments to 
franchised bottlers in Iraq and Kuwait. 
Excluding Iraq and Kuwait from both 
years, international system case sales 
growth was 7%. 

Worldwide operating profits 
advanced 14% to $768 million. Oper¬ 
ating profits in 1990 included unusual 
charges of $10.5 million for receivables 
exposures related to highly leveraged 
domestic retail customers. Unusual 
items in 1989 included a $32.5 million 
credit resulting from a decision to 
retain the botding operation in Japan 
previously held for sale and a $12.3 
million charge to decentralize interna¬ 
tional operations. Excluding the 1990 
and 1989 unusual items, as well as the 
first year impact of acquired and 
reconsolidated bottling operations, 
worldwide operating profits were up 


18%. Amortization of gcxxlwill and 
other intangibles (principally domes¬ 
tic) was $111 million in 1990 and $102 
million in 1989. 

Domestic operating profits 
increased 17% to $674 million. Exclud¬ 
ing the first year impact of acquisitions 
and the 1990 unusual charges, domes¬ 
tic operating profits grew- $99 million 
(also 17%). Volume-related growth of 
$93 million was the principal driver of 
this profit increase, as price increases 
were essentially offset by higher 
promotional and other operating 
expenses. The loss of the low margin 
Burger King fountain business did not 
significantly impact operating profits. 
The domestic operating profit margin, 
excluding the unusual charges, grew- 
over one point to 13.6%. 

International operating profits 
declined 5% to $94 million. Excluding 
tlie 1989 unusual items and the first 
year impact of the acquired and recon¬ 
solidated bottling operations, interna¬ 
tional operating profits increased $20 
million (25%). This profit growth 
reflected $13 million from increased 
concentrate shipments, as well as 
higher finished product sales and 
improvements in bottling operations. 
These benefits were partially' offset by 
marketing and other operating 
expense increases that exceeded 
higher prices The international oper¬ 
ating profit margin, including the 
acquired and reconsolidated bottling 
operations but excluding the 1989 
unusual items, declined one-half point 
to 6.3% The decline w as primarily due 
to decreased concentrate shipments to 
the Middle East. 

1989 vs. 1988 

Worldwide net sales increased 25% 
to $5.8 billion. Excluding the first year 


14 








impact of 1989 and 1988 franchised 
bottler acquisitions, the Japan bottling 
operation and domestic bottling oper¬ 
ations divested in late 1988, net sales 
increased 6% 

Domestic net sales rose 26% to 
$4.6 billion. Excluding the first year 
impact of acquisitions as well as the 
divestitures, domestic net sales rose 
$1 7 2 million (5%). Volume growth 
accounted for half of the increase, w ith 
the remainder due to favorable prod¬ 
uct sales mix and pricing advances in 
both concentrate and bottling opera¬ 
tions. Sales growth w r as negatively 
affected by one more week in the 1988 
reporting period. 

International net sales grew r 19% to 
$1.2 billion. Excluding the April 1989 
acquisition of a Greek franchised bot¬ 
tler and the reconsolidated bottling 
operation, international net sales 
advanced $80 million (8% ). A broad- 
based increase in concentrate ship¬ 
ments, with strong growth in key 
markets, accounted for 70% of the 
increase. The balance was due to pric¬ 
ing advances partially offset by the 
unfavorable translation impact of the 
stronger US. dollar. 

Domestic system case sales grew 
3 5%, led by strong growth in 
Diet Pepsi, Mountain Dew aid new 
Mug products, partially offset by 
declines in Slice products and brand 
Pepsi. International system case sales 
increased 4% as higher sales in 
Mex ico, Western Europe, the Far East 
aid Canada were partially offset by 
declines in Venezuela, Argentina aid 
the Philippines. System case sales 
growth is presented on a calendar 
year basis. 

Worldwide operating profits 
advanced 49% to $676 million. Oper¬ 
ating profits were affected by certain 


1989 aid 1988 unusual items. (See 
Note to Consolidated Finaicial State¬ 
ments on page 35.) Excluding these 
unusual items, the first year impact of 
acquisitions aid the reconsolidated 
and divested bottling operations, 
worldwide operating profits were up 
28%. Amortization of goodwill aid 
other intangibles (principally domes¬ 
tic) w r as $102 million in 1989 aid 
$4-4 million in 1988, with the increase 
primarily reflecting acquisitions of 
domestic franchised bottlers. 

Domestic operating profits increased 
d2% to $578 million. Excluding the first 
year impact of acquisitions, the 
divestitures aid the 1988 unusual 
charge, domestic operating profits 
grew $104 million (26%). Volume 
grow th represented over 25% of the 
dollar increase. The balaice of the 
improvement w r as due to pricing 
advances in both bottling and concen¬ 
trate operations in excess of cost 
increases, favorable product sales 
mix, aid administrative cost savings, 
partially offset by the effect of one 
more week in 1988. The domestic 
operating profit margin, excluding the 
reorgaiization charge, grew- one point 
to 12.5%. 

International operating profits rose 
99% to $99 million. Excluding the 
acquired and reconsolidated bottling 
operations aid the 1989 and 1988 
unusual items, international operating 
profits increased $24 million (41%). 

Led by Canada, Western Europe and 
Mexico, concentrate volume increases 
contributed almost $20 million to 
profit growth as increased prices were 
largely offset by- higher promotional 
aid other operating expenses. The 
international operating profit margin, 
excluding the unusual items, grew 
over one-half point to 6.8%. 


International Soft Drink 
Consumption vs. 

U.S. Consumption 

(8 Oz Serving Per Capita) 



consumption rates of carbon 
ated beverages around the 
world mean opportunity for 
Pepsi-Cola and 7UP brands. 
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Frito-Lay, Inc. 

PepsiCo Foods International 


($ in Millions) 


Sales 

$5,054 

% Change 

+ 20 

Operating Profits 

$ 934 

% Change 

+ 16 

Profit Margin%* 

18.7 

Point Change 

- .5 


•Excludes unusual items described on page 


Operating Highlights 

• U.S. pound volumes jump 6%, 
following a nine-year high of 7% 
last year. 

• International system retail sales 
reach $3.2 billion, a record high. 

• A Light line of low-oil snack chips 
attracts millions of new U.S. users to 
the snack chips category. 

• New flavors and existing line exten¬ 
sions account for $2.1 billion in U.S. 
retail sales. 

• Sunchips brand multigrain snacks is 
the most successful test market prod¬ 
uct in Frito-Lay history. 

• Relaunched Rold Gold brand pretzels 
become the leading U.S. pretzel brand. 

• Market leadership is strengthened 
in Mexico through acquisition of a 
majority interest in Gamesa, the coun¬ 
try’s largest cookie manufacturer. 

• PFI opens new joint ventures in 
Egypt and Indonesia. 

• Ongoing application of hand-held 
computer technology creates new U.S. 
sales and distribution opportunities. 


Industry Position 

In 1990 estimated retail sales for the 
U.S. snack food industry-including 
chips, candy, cookies, crackers, nuts 
and other items-passed $37 billion, 
representing a growth rate of 5%. 

Retail sales of snack chips-potato, 
com and tortilla chips, pretzels and 
ready-to-eat popcorn-reached a new 
high of $9 8 billion, up about 5%. 

In the U.S., per capita consumption 
of snack chips increased steadily. Five 
years ago, annual per capita consump¬ 
tion of snack chips was under 12 
pounds. In 1990, U.S. consumption was 
nearly 14 pounds per person. 

International retail sales of snack 
chip products are estimated at nearly 
$12 billion. Annual per capita con¬ 
sumption rates in our markets vary- 
ranging anywhere from eight and 
three-quarter pounds per person in 
the United Kingdom to less than two 
ounces per person in Turkey. There’s 
enormous potential for growth. 

In the U.S., Frito-Lay is the leading 
manufacturer of snack chips with 
nearly half the sales in the category. 
Eight of our products are among the 10 
top snack chip brands. Doritos brand 
tortilla chips and Ruffles brand potato 
chips are the only snack chips with 
$1 billion in retail sales in the world. 

In the U. S. snack food industry, 
which includes candy, ax>kies and 
crackers as well as snack chips, 
Frito-Lay accounts for about 13% of 
sales. Dollar sales of our snack chips 
grew 8%. Frito-Lay pound volume was 
up 6%-and this strong performance 
came on top of 7% pound volume 
growth in 1989 

Outside the U.S., PFI is the largest 
producer of snack chips. The PFI 
system, comprised of more than 20 
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Snack Foods 




Big Brands Worldwide 


Introduced: 1981 
Estimated 1990 Retail Sales: 
$143 Million 


Introduced: 1938 
Estimated 1990 Retail Sales: 
$726 Million 


Introduced: 1958 
Estimated 1990 Retail Sales: 
$1.1 Billion 


Introduced: 1966 
Estimated 1990 Retail Sales: 
$1.2 Billion 


Introduced: 1948 
Estimated 1990 Retail Sales: 
$638 Million 



company-owned and joint venture 
businesses, has about one-fourth of 
the international snack chips market. 
And there are still enormous opportu¬ 
nities. In fact, PFI is our fastest-growing 
division. In just the last three years 
through acquisitions and volume 
growth, we’ve nearly quadrupled sales 
and increased profits eightfold. 

Marketing Strategies 

Frito-Lay, the gold-standard of the U. S. 
snack chips industry, is the model for 
dramatic expansion overseas. These 
strategies made our brands leaders 
throughout the world. 

Grow our brands through line 
extensions. 

Today’s consumers seek variety in 
snack tastes and shapes, but want con¬ 
sistent product quality they can trust. 
Line extensions fill those needs by 
taking a familiar prcxluct and making 
modifications, such as new seasonings, 
to create a different taste for a popular 
brand. 


Introduced: 1986 
Estimated 1990 Retail Sales: 
$136 Million 


Introduced: 1932 
Estimated 1990 Retail Sales: 

$629 Million 

In 1990, we energized our major 
brands by introducing numerous line 
extensions in the U.S. and interna¬ 
tionally. These new products include 
Cheetos brand Flamin' Hot cheese 
flavored snacks, Doritos brand Jumpin’ 
Jack flavor tortilla chips, Rold Gold 
brand Bavarian pretzels and Tostitos 
brand bite size tortilla chips. We also 
made Chee tos brand cheese flavored 
Paws snacks in a unique shape to 
capture the spirit of Chester Cheetah, 
our advertising character. 

In 1990 alone, these new items and 
established line extensions accounted 
for some $2.1 billion in retail sales in 
the U.S.-an amount equal to the sales 
of a company that would rank in the 
top 40% of the Fortune 500. 

Create products to meet 
changing consumer preferences 
and needs. 

More and more people today are con¬ 
cerned about diet and nutrition. Our 
low-oil light line of snack chips - 
Doritos brand tortilla chips, Ruffles 
brand potato chips and Chee tos brand 
cheese flavored snacks-is the linchpin 
of our strategy 7 to meet the snacking 
needs of these consumers. 

In 1989 we test-marketed a Light line 
of low-oil snack chips. In 1990 the light 
items were expanded nationally. 
Already, the Light line has more than 
half of the light snack category sales. 

Another new prcxluct created to 
meet changing consumer preferences 
is Sunchips brand multigrain snacks. 
Sunchips multigrain snacks are made 
from whole w heat, corn and other 
natural ingredients. We test-marketed 
them in late 1989. The results exceeded 
even our owti high expectations and 
in 1991 we are expanding the brand 
nationally 
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Develop products for fast¬ 
growing snack categories. 

As consumers seek variety, pretzels 
and ready-to-eat popcorn are becom¬ 
ing more popular. 

Smartfood brand Cheddar cheese 
flavored popcorn is our latest entry in 
the ready-to-eat popcorn category 
Since we acquired the brand in 1989, 
Smartfcxxl popcorn has emerged as 
the number one ready-to-eat popcorn 
brand in the US. Using our marketing 
and research expertise, were expand¬ 
ing the brand through mass media 
campaigns. We see considerable 
potential for the brand as we continue 
to grow the segment. 

Pretzels tire among the industry’s 
fastest-growing product segments. To 
take advantage of this growth, in 1990 
we relaunched Rold Gold brand 
pretzels throughout the U.S. with 
improved quality, new shapes, rede¬ 
signed packaging and increased mar¬ 
keting support. This effort rocketed 
Rold Gold pretzels to the number one 
brand in the U.S. pretzel category. 

Reproduce our U.S. successes in 
the international market. 

In country after country, we are 
customizing our U.S. marketing tech¬ 
niques to adapt to each country’s spe¬ 
cial characteristics. 

In Mexico, for example, where sales 
climbed 25% in 1990, we featured the 
country's top female singing star in our 
commercials. In Canada, we intro¬ 
duced new bag sizes that give consum¬ 
ers better value, and we created snack 
news by introducing Smartfood brand 
popcorn and Crunch Tators brand 
Extra Crunchy potato chips. 

We’re also introducing our business 
systems internationally We acquired 
Smiths Crisps and Walkers Crisps, two 


leading snack chip companies in the 
United Kingdom, in mid 1989. Com¬ 
bined, they have nearly a 40% share of 
the U.K. snack chip market. They are a 
prime example of how we use our 
experience to grow our international 
snack fcxxl operations. 

We’ve streamlined operations, 
improved efficiency and launched new 
products, including the very success¬ 
ful introduction of Chee tos brand 
cheese flavored snacks. As a result, in 
1990 retail sales of Smiths and Walkers 
climbed to more than $700 million. 

Operating Strategies 

Our snack food business spans every 
aspect of snack fcxxl production, from 
agriculture to stacking supermarket 
shelves. During 1990 in the U.S. alone, 
Frito-Lay used 1.6 billion pounds of 
potatoes, 600 million pounds of corn 
and 55 million pounds of seasonings. 
We have 39 manufacturing plants in 
the U.S., more than 1,600 distribution 
facilities, and a route-sales team of 
more than 10,000 men and women 
who call on more than 400,000 retail 
customers each week. 

Our international snack fcxxl system 
is equally expansive. There are 54 
plants, some 45,000 employees and 
more than 9,000 routes. 

In 1990 Frito-Lay and PFI each used a 
key operating strategy' to improve oper¬ 
ating profits and expand our brands. 

U.S.: Use technology to increase 
distribution. 

One of the most significant break¬ 
throughs for Frito-Lay operations came 
in 1988, when we supplied our sales- 
force with hand-held computers. 
Hand-held computers allow us to do 
everything we did before, only faster 
and more efficiently. Most importantly; 


Snack Foods 
Net Sales 

% Of Total Net Sales 

($ In Millions) 


5054 



Snack Foods 
Operating Profits 

% Of Total Segments 
Operating Profits 

($ In Millions) 


934 
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Snack Foods 
Capital Spending 

% Of Total Segments 
Capital Spending 

<$ In Millions) 


382 
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U.S. Snack Chips 
Consumption 

(Lbs. Per Capita) 



U.S. per capita 
consumption of snack 
chips reached nearly 
14 pounds. 


Frito-Lay Sales 
Growth vs. U.S. 
Snack Chips 
Industry' Growth 
1990 


8 % 



Industry Frito-Lay 

Sales of Frito-Lay 
prcxlucts grew some 
60% faster than sales 
in the snack chips 
industry. 


Chairman’s Outlook: 
Focus on International 
Opportunities 

The best way to recognize the poten¬ 
tial of our international snack food 
business is to understand the pow er 
of our domestic Frito-Lay business. 

Frito-Lay is an extraordinary per¬ 
former. Our goal is to replicate this 
performance internationally. 

We've had great success. In fact, 

PFI profits increased at a com¬ 
pounded annual grow th rate of 
102% during the past three years, 
making it our third most profitable 
division. 

We set the stage for growth by 
introducing our global brands— 
Ruffles, Doritos, Fritos, Cheetos 
and Lay’s. 

Then we keep our brands top-of- 
mind with clever marketing and 
interesting line extensions—like 
Fritos brand Texas Cheese flavor 
com chips, a product we launched 
in Spain that's roping them in. 

Global brands are one key to 
volume momentum at PFI. The 
Frito-Lay route sales system is 
another. Two years ago, for example, 
we started a route sales system in 
Portugal. Since then, volume has 
more than tripled and we gained 25 
points in market share—which 
makes another country where we’re 
number one in the snack chips 
category 7 . 

With the entire world to choose 
from, it’s important to focus our 
resources on markets that offer the 
best prospects for profitable growth. 
Our strategy is to first focus on large, 
well developed snack markets, 
such as Mexico, Canada, Spain and 
the United Kingdom. Here we can 


introduce a variety of products and 
use our systems to increase distribu¬ 
tion and boost per capita consump¬ 
tion. These markets offer the 
potential of steadily increasing vol¬ 
umes, sales and operating profits. 

Next, we focus on breakthrough 
markets, such as Brazil and Korea, 
where per capita consumption is 
still very low, but where there is a 
huge population base. These mar¬ 
kets have the potential to support 
major snack food businesses in the 
future and to generate a significant 
portion of our future sales. 

Finally, we focus on smaller mar¬ 
kets, such as Portugal and Greece. 
While these markets face some geo¬ 
graphic or demographic limitations, 
we can build our profitability by 
growing our market share and 
increasing productivity. 

Over the next decade or so, we see 
tremendous potential in all three 
market groups. In fact, over the next: 
five years we expect to double the 
number of countries where we have 
snack food operations to about 40. 

In 1990 we added Egypt and 
Indonesia. 

As for 1991, our record interna¬ 
tional sales and operating profits, 
combined with solid results in the 
U.S., should continue to generate 
double-digit sales and operating 
profit growth in our snack foods 
segment 

-Wayne Calloway 






use of hand-held computers allows us 
to quickly pinpoint marketing 
opportunities. 

By continually updating and study¬ 
ing our huge sales data base: 

• We can spot areas where our sales are 
comparatively low’ and quickly 
respond by increasing our advertising 
or promotions. 

• We can monitor local buying trends. 
As consumer demand for a particular 
product increases, we increase retail 
inventories. 

• And we can use the data to demon¬ 
strate to Frito-Lay retail customers how* 
to improve their profitability. For 
example, data generated by actual 
sales results enabled us to show’ a 
California grocery 7 chain how 7 an invest¬ 
ment of $100 in Frito-Lay snack chips 
generated profits 30% greater than the 
same sum invested in other snack 
products. 

This type of centralized information, 
combined with our decentralized 
organization, gives us the ability to 
respond quickly to changing market 
opportunities. 

International: Expand through 
new businesses. 

Mexico, w here w r e have our most 
profitable international snack food 
operation, is a prime example of how r 
we use innovative approaches to 
expand. Our main focus continues to 
be snack chips, but we are selectively 
broadening our product line to take 
advantage of distribution and category 
opportunities. In 1984 we founded 
Sonric’s, a sweet snack business. Using 
our snack chips experience as a base, 
we developed and grew the business 
to the number two position in the 
category. Sonric’s is now a major con¬ 
tributor to sales and profits in Mexico, 


and it is growing even larger as w 7 e 
introduce a variety of new’ candy 
snacks from around the world. 

In 1990 we added a third snack 
category by acquiring a majority’ inter¬ 
est in Gamesa, the number one cookie 
manufacturer in Mexico. Gamesa is 
our largest international food acquisi¬ 
tion since the 1989 acquisitions of 
Smiths and Walkers. Eventually we 
expect Gamesa to account for more 
than a third of our Mexican snack food 
business. We plan to grow the cookie 
business and seek operating synergies 
with our snack chips and sw-eet snack 
businesses. 

Management’s Analysis 

(Note: the follow ing discussion 
should be read in conjunction 
with “Business Segments” on page 
34 and “Management’s Analysis- 
Results of Operations” on page 37.) 

1990 vs. 1989 

Worldw ide net sales rose 20% to $5.1 
billion. Excluding the first year impact 
of the July 1989 acquisitions of Smiths 
and Walkers in the United Kingdom 
(U K. operations), worldwide net sales 
increased 14%. (Comparisons exclud¬ 
ing the first year impact of the U.K. 
operations are determined by exclud¬ 
ing from reported 1990 amounts the 
results of the U.K. operations for the 
corresponding period that such opera¬ 
tions were not reflected in reported 
1989 amounts.) 

Domestic net sales grew $260 mil¬ 
lion (8%) to $3.5 billion with strong 
volume growth contributing over 70% 
of the increase. The remaining growth 
was due principally to increased prices. 

International net sales increased 58% 
to $1.6 billion. Excluding the first year 


U.S. Snack Food 
Industry 
Retail Sales 
Frito-Lay Share 


Frito-Lay 

Share 

f 


U.S. retail sales of 
snack foods exceed 
$37 billion. Frito-Lay’s 
share of this market is 
$4.9 billion, about 13%. 


U.S. Snack Chips 
Industry’ 

Retail Sales 
Frito-Lay Share 


Frito-Lay 

Share 




Frito-Lay accounts for 
nearly half of the retail 
sales in the $9.8 billion 
U.S. snack chips and 
packaged popcorn 
segment. 
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International Snack Chips 
Industry Retail Sales 
PFI Share 



PFI 

Share 


International retail sales of snack chips 
total nearly $12 billion. The PFI system 
is more than one-quarter of this market. 


Top-Selling 
Snack Chips Items 
In U.S. Supermarkets 

(Sales In $ Millions) 



Eight of FritoLays brands are among 
the 10 best-selling snack chips items 
in U.S. supermarkets. 

(Based on IRI InfoScan Service® data) 


impact of the U.K. operations, interna¬ 
tional net sales increased $328 million 
(33%). Strong volume gains contrib¬ 
uted 40% of this increase while the 
favorable translation impact of a 
weaker U.S. dollar added another 
27%. The balance of the growth 
reflected price increases and a small 
acquisition. 

Total domestic pound sales 
advanced 6% in 1990. This growth was 
led by increases in Santitas brand tor¬ 
tilla chips, Crunch Tators and Ruffles 
brands potato chips, Rold Gold brand 
pretzels and Chee tos brand cheese 
flavored snacks, partially offset by 
declines in Fritos brand corn chips. 
International snack chips kilo growth 
was 11%, with even stronger gains in 
Mexico and Spain partially offset by a 
slight decline in the U.K. This growth 
rate includes the U.K. operations for 
only the second half of 1990 and 1989. 
Kilo performance in the U.K. reflected 
softness in certain potato chip brands 
and lower private label shipments. 
Introductions of FritoLay’s global 
brands are expected to stimulate vol¬ 
ume growth in the U.K. 

Worldwide operating profits 
increased 16% to $934 million. Operat¬ 
ing profits in 1990 included unusual 
charges of $10.6 million for receivables 
exposures related to highly leveraged 
domestic retail customers. Profits in 
1989 included a domestic net unusual 
charge of $2.3 million consisting of a 
$6.6 million reorganization charge par¬ 
tially offset by a $4.3 million credit 
resulting from a decision to retain a 
cookie production plant previously 
held for sale. Excluding the 1990 and 
1989 unusual items and the first year 
impact of the U.K. operations, world¬ 
wide operating profits grew' 14%. 


Amortization of goodwill and other 
intangibles (principally international) 
w 7 as $37 million in 1990 and $18 mil¬ 
lion in 1989, with the increase reflect¬ 
ing the acquisition of the U.K. 
operations. 

Domestic operating profits grew 
10% to $732 million. Excluding the 
1990 and 1989 unusual items, operating 
profits advanced $73 million (11%). 
Volume growth contributed $122 mil¬ 
lion of the profit increase. Partially 
offsetting the volume related growth 
were higher promotional and other 
operating expenses, due in part to new 
product introductions, that exceeded 
the combined effect of price increases 
and lower costs of potatoes and cook¬ 
ing oils. The domestic operating profit 
margin, excluding unusual items, grew 7 
one-half point to 21.4%. 

International operating profits 
advanced 47% to $202 million. Exclud¬ 
ing the first year impact of the U.K. 
operations, profits increased $40 mil¬ 
lion (29%) Of this increase, volume 
grow th contributed $81 million and the 
favorable translation impact of a 
weaker U.S. dollar contributed $12 
million. Partially offsetting these bene¬ 
fits w 7 ere operating cost increases in 
excess of price increases. The interna¬ 
tional profit adv ance was driven by 
results in Mexico that reflected the 
strong volume grow th. The U.K. and 
Spain also contributed to the operating 
profit increase. The U.K.k profit 
advance w as primari ly the result of 
price increases, lower pension expense 
and a favorable translation impact, 
w'hile Spain’s results reflected the 
strong volume growth and a favorable 
translation impact. 

The international operating profit 
margin, including the U.K. operations 
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decreased almost one point to 12.8% 
principally as a result of the goodwill 
amortization related to the U.K. 
operations. 

1989 vs. 1988 

Worldwide net sales rose 20% to $4.2 
billion. Excluding the impact of the 
U.K. operations and the absence in 
1989 of the previously consolidated 
Ginadian operation (contributed to a 
joint venture in late 1988), worldw ide 
net sales increased 16%. 

Domestic net sales grew r $278 
million (9%) to $3 2 billion w-ith 
strong volume growth contributing 
over 55% of the increase. The 
remaining growth was due principally 
to increased prices. The favorable 
impact of the Smartfood brand pop¬ 
corn acquisition w as offset by the 
effect of one more w eek in the 1988 
reporting period. 

International net sales increased 
73% to $1.0 billion. Excluding the 
U.K. and Ginadian operations, inter¬ 
national net sales increased $25 7 mil¬ 
lion ( 51%). Strong volume gains 
accounted for approximately 60% of 
this increase with the remainder due 
principally to increased prices, par¬ 
tially offset by the impact of one more 
week in 1988. 

Total domestic pound shipments 
advanced 7 %. This growth reflected 
the success of new flavor line exten¬ 
sions and was led by increases in 
Fritos brand com chips, Santitas brand 
tortilla chips, Ruffles brand potato 
chips and Doritos brand tortilla chips. 
Excluding the U.K. and Ginadian oper¬ 
ations, international snack chips kilo 
grow th was 32%, driven by strong 
gains in Mexico, Brazil and Spain. 
Pound and kilo grow th data have been 


adjusted to eliminate the effect of one 
more week in 1988. 

Worldwide operating profits were 
up 27% to $805 million. Amortization 
of goodwill and other intangibles 
(principally international) was $18 mil¬ 
lion in 1989 and $1 million in 1988, 
with the increase reflecting the acqui¬ 
sition of the U.K. operations. Excluding 
the U.K. and Ginadian operations, 
worldwide operating profits were 
up 23%. 

Domestic operating profits grew $81 
million (14%) to $668 million. Strong 
volume gains contributed over SICK) 
million in operating profit growth; this 
increase was reduced by higher com- 
modity costs, particularly for potatoes 
and cooking oils, and increased pro 
motional spending, which were par¬ 
tially offset by increased prices. 

Additionally, domestic results in 
1989 were negatively affected by one 
more week in 1988 and the $2.3 mil¬ 
lion net unusual charge that is 
described above. The domestic operat¬ 
ing profit margin grew almost one 
point to 20.8%. 

International operating profits 
increased 204% to $137 million. 
Excluding the U.K. and Ginadian oper¬ 
ations, international profits increased 
$63 million (138%). Led by Mexico, 
Spain and Brazil, significant volume 
gains accounted for about 85% of the 
dollar increase. The remaining growth 
w r as due to increased prices in excess 
of cost increases. 

The international operating profit 
margin jumped almost 6 points to 
13.7% due principally to volume 
growth in existing operations. This 
margin comparison includes the UK. 
operations in 1989 and the Canadian 
operation in 1988. 


International Snack Chips 
Consumption vs. 

U.S. Consumption 

( Lbs Per Capita) 



Steadily growing per capita 
consumption of snack chips 
around the world means 
opportunities for PepsiCo’s 
international snack foods 
business. 
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Pizza Hut 
Taco Bell 
KFC 


($ in Millions) 


Sales 



$6,226 

% Change 



+ 19 

Operating Profits 



$ 522 

% Change 



+ 26 

Profit Margin%* 



8.8 

Point Change 



+ .7 

Pizza Hut 

Taco Bell 

RFC 

Sales 

$2,950 

$1,746 

$1,530 

% Change 

+ 20 

+ 19 

+ 15 

Operating Profits 

$ 246 

$ 150 

$ 127 

% Change 

+ 20 

+ 37 

+ 28 

Profit Margin %* 

9.0 

8.8 

8.6 

Point Change 

+ .6 

+ 1.0 

+ .5 

System Sales 

$4,923 

$2,442 

$5,773 

% Change 

+ 20 

+ 18 

+ 7 


•Excludes unusual items described on page 35 

Operating Highlights 

• Company sales soar: Pizza Hut up 
20%; Taco Bell up 19% and KFC up 15%. 

• Taco Bell continues to revolutionize 
the quick service restaurant industry 
with new three-tier value menu. 

• Pizza Hut Delivery now accounts for 
one-fifth of U.S. system sales. 

• KFC transforms its image and 
improves its market performance 
with new menu items, such as Hot 
Wings and Lite ’n Crispy Chicken. 

• PepsiCo restaurant chains add 1,017 
units—an average of three per day. 

• PepsiCo restaurant chains generate 
strong increases in U.S. company- 
owned same store sales: Taco Bell up 
13%, Pizza Hut up 7% and KFC up 5%. 


Industry Position 

It was a fiercely competitive year in the 
US. quick service restaurant industry 
The industry reported retail sales of 
nearly $70 billion and a growth rate of 
6%. But many' quick service chains had 
problems maintaining strong profit 
growth during the year. 

PepsiCo’s restaurant chains had 
an excellent year. 

In the U.S., PepsiCo's restaurant sys¬ 
tem consists of 14,921 company-owned 
and franchised units. The system grew 
13% to $9.4 billion-more than twice as 
fast as the U.S. industry: 

The international quick service res¬ 
taurant industry is already large, 
though still in its infancy. In the U.S., 
there is one quick service restaurant 
for every 1,400 people or so. Interna¬ 
tionally; there's only one quick service 
restaurant for every 100,000 people. 

With more restaurants in our system 
than any competitor, both in the U.S. 
and internationally, PepsiCo is leading 
the international expansion of the 
quick service industry In 1990, the 
4,579 international units in our system 
(company-owned, joint venture and 
franchised) generated $3 7 billion in 
sales, an increase of 14%. 

Worldwide sales of our system’s 
19,500 restaurants top $13 billion. 

Each chain is a leader in its category. 

• Pizza Hut is the leading pizza chain in 
the w'orld. The Pizza Hut system now 7 
has a 24% share of the $15.8 billion 
U.S. pizza category Its system sales 
reached $3.8 billion in the U.S. In 1990, 
U.S. company-owned same store sales 
climbed 7%. In 60 countries, interna¬ 
tional Pizza Hut system sales climbed 
to $1.1 billion. Together they 
form Pizza Hut Worldwide, with 
$4.9 billion in total system sales. 














TACO'BE! 






Big Brands Worldwide 



KFC 

Acquired: 1986 
Estimated 1990 Retail 
$5.8 Billion 


Taco Bell 

Acquired: 1978 
Estimated 1990 Retail 
$2.4 Billion 


• KFC is the worlds leading chicken 
chain. Its domestic system sales of $3.2 
billion represent 50% of the $6.4 bil¬ 
lion U.S. chicken restaurant category. 

In 1990, U.S. company-owned same 
store sales grew' 5%. Internationally, 
KFC is in 57 countries and has system 
sales of $2.6 billion, up 7%, bringing 
total KFC system sales to $5 8 billion. 

• Taco Bell is the leading U.S. Mexican- 
stvle food chain, with some 70% of 
the $3 5 billion category: System sales 
reached a new high of $2.4 billion. In 
1990, U.S. company-owned same store 
sales grew 13%. Taco Bell is just begin¬ 
ning to expand internationally with 
restaurants now in eight countries. 

Marketing Strategies 

Taco Bell: Provide the best value 
in the quick service industry. 

In 1990 Taco Bell led the w r ay in 
providing consumers with more value 
for their food dollar. Since the intro¬ 
duction of its value menu in 1988, sales 
and transaction growth at Taco Bell 
have soared beyond anything seen in 


Pizza Hut 

Acquired: 1977 
Estimated 1990 Retail Sales: 

$4.9 Billion 

the industry Today, Taco Bell has. 60% 
more customer transactions than it did 
just tw'o years ago. 

To keep coasumers focused on the 
excellent value they receive, Taco Bell 
has now r introduced the three-tier 
value menu. The three-tier value menu 
offers customers a wide variety of 
products within three low price points 
(594, 794 and 994 in most markets). 
Thus, Taco Bell is inviting customers to 
choose both the products and the 
prices they want. 

Pizza Hut: Evolve from a sit- 
down restaurant to a pizza 
distribution company... and 
create lots of product news! 

Pizza Hut began as a sit-down concept. 
Today; Pizza Hut means pizza-no mat¬ 
ter where. Pizza Hut home delivery, 
rolled out in 1985, currently accounts 
for about one-fifth of U.S. system sales. 
Company-owned Pizza Hut Delivery 
units are generating sales at twice the 
rate as when delivery w as introduced. 

Pizza Hut is aggressively pursuing 
other distribution opportunities For 
example, we’re opening free-standing 
kiosks that prepare and sell Pizza Hut 
products wherever potential custom¬ 
ers may be-from airports to stadiums. 

Most importantly, Pizza Hut is 
expanding without sacrificing quality: 
In 1990 for the .seventh straight year, 
Pizza Hut was named America’s favor¬ 
ite pizza chain in a consumer poll 
conducted by Restaurants and Institu¬ 
tions magazine. 

In the product new's department, 
Pizza Hut made Tuesday night “Kids 
Night” and created traffic jams on a 
night that used to be slow: They’ve also 
created scores of variations on tradi¬ 
tional pizza from Veggie Lover’s to 
Pepperoni Lover’s. There were lots 
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of reasons for a consumer to try 
Pizza Hut in 1990. 

KFC: Expand consumer base by 
introducing new products and a 
more contemporary image. 

At KFC, our new menu includes 
snacks, lunch and lower-fat chicken 
products. The most successful product 
in 1990-in fact, the most successful 
new' product in KFCs history-was 
Hot Wings, a spicy chicken snack. KFC 
is now 7 bringing out Lite n Crispy 
chicken, a skin-free fried chicken that 
is low'er in fat, calories, sodium and 
cholesterol than traditional KFC 
chicken. Lite n Crispy will be available 
nationally in 1991. 

KFCs new logo-the initials KFC 
(instead of the w r ords Kentucky Fried 
Chicken) featured with the widely rec¬ 
ognized image of Founder Colonel 
Harland Sanders-calls attention to the 
chains broader and more contempo¬ 
rary 7 menu. 

International: Expand the PepsiCo 
restaurant system worldwide. 

In 1990 we reorganized our restaurant 
operations to accelerate growth. The 
new organization merges the interna¬ 
tional operations of Pizza Hut and 
Taco Bell with their domestic 
counterparts. 

International strategies are similar to 
U.S. strategies: Provide quality prod¬ 
ucts and value, and increase distribu¬ 
tion. The success of these strategies 
has made our chains international 
leaders and provides a firm foundation 
for expansion. 

Pizza Hut is the category leader in 
53 countries. And w 7 e’re expanding 
our markets quickly. In the Soviet 
Union, our joint venture opened tw r o 
restaurants in Moscow to much fan¬ 
fare, and in China, our franchisee 


opened a unit in Beijing. These restau¬ 
rants are introducing our Pizza Hut 
products to tw'o of the most populous 
nations in the world. We also entered 
Ireland, Greece, Israel and Macau. In 
all, w r e added 185 units to the interna¬ 
tional Pizza Hut system in 1990-about 
one every 7 tw r o days. 

Chicken is popular in virtually every 
country around the w'orld. As a result, 
KFC international operations have 
been consistently strong. System sales 
have been growing at a compound 
annual rate of more than 25% since 
1985, and are continuing to show 7 
strong growth as we expand into more 
countries with more units. The KFC 
system is the second largest interna¬ 
tional restaurant chain in the w'orld. In 
1990 w 7 e added another 194 units to 
the system, and we see even greater 
potential. 

Operating Strategies 

From purchasing raw 7 materials to 
buying real estate, the world’s largest 
restaurant system demands some of 
the w'or Id’s largest operating systems. 

In the US., Pizza Hut alone buy r s 250 
million pounds of cheese each year, 
Taco Bell uses 2.2 billion tortilla shells 
and KFC cooks nearly 600 million 
chickens. 

Our needs are growing as our 
chaias expand. The chart on page 30 
summarizes our system restaurant unit 
growth. We’ve opened 1,017 additional 
units w here our products can be found. 

Clearly, any action w 7 e take to reduce 
costs and improve efficiency in our 
operations can have a significant effect. 
In 1990, these productivity measures 
contributed to company operating 
profit grow th of 26%-more than $100 
million in very 7 real money 


Restaurants 
Net Sales 

% Of Total Net Sales 

($ In Millions) 



Restaurants 
Operating Profits 

% Of Total Segments 
Operating Profits 

($ In Millions) 
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Restaurants 
Capital Spending 

% Of Total Segments 
Capital Spending 

($ In Millions) 


461 







U.S. Quick Service 
Restaurant Sales 

($ In Billions) 
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U.S. quick service 
restaurant sales 
reached a new high of 
nearly $70 billion. 


PepsiCo U.S. 
Restaurant System 
Sales Growth vs. 

U.S. Quick Service 
Industry Growth 1990 


13 % 



Industry PepsiCo 

PepsiCo’s U.S. 
restaurant system grew 
more than mice as fast 
as the quick service 
restaurant industry. 


Chairman’s Outlook: 
Focus on International 
Opportunities 

The success of PepsiCo’s restaurants 
in the United States is well docu¬ 
mented. In the face of tough com¬ 
petition in the U.S. quick service 
restaurant industry, our chains are 
generating exceptional results. 

Pizza Hut, for example, has had 44 
consecutive months of same store 
sales growth in U.S. company-owned 
operations. Taco Bell U.S. company- 
owned operations increased same 
store sales by 13% in 1990. KFC is 
generating strong growth with new 
products and a new image, resulting 
in U.S. company-owned same store 
sales grow th of 5%. 

PepsiCo’s growth opportunities 
overseas are even bigger than those 
in the U.S. Did you know that KFC is 
the second largest international res¬ 
taurant chain? Or that Pizza Hut is 
the third largest? 

We’re in an excellent position to 
take adv antage of trends that are 
currendy accelerating grow th in 
the international quick service res¬ 
taurant industry. For example, 
demographic trends overseas are 
beginning to look very similar to 
those in the U.S. Incomes are gener¬ 
ally rising. More women are in the 
workforce. And prepared and con¬ 
venience foods are becoming readily 
accepted. Similarly, people every ¬ 
where are becoming concerned 
about their diets. 

We’ll capitalize on these trends in 
three ways: 

• We'll add units to existing markets. 
Although KFC and Pizza Hut are 
each in about 60 countries, most of 
their units are in three or four 


markets: the UK., Canada, Australia 
and, in the case of KFC, Japan. This 
leaves many markets significantly 
underpenetrated. 

• We’ll increase store revenues. We 
use product new’s and promotions, 
but we’re also adding non-tradi- 
tional distribution channels. 

Pizza Hut not only offers delivei'y 
in several countries, it’s building 
kiosks, offering express service and 
adding windows where consumers 
can buy pizza by the slice. 

• We’ll enter new countries. Our first 
thrust is to grow our chains in mar¬ 
kets where quick service restaurants 
and our products are well known— 
Western Europe and the Pacific Rim, 
for example. 

A second thrust is to penetrate 
new markets, such as the Soviet 
Union, where there is huge poten¬ 
tial but virtually no quick service 
industry. Here we have to educate 
consumers about our products and 
build an infrastructure. The 
rew ards for pioneering the quick 
service industry’ can be immense. 

It’s interesting to note that the big¬ 
gest KFC restaurant in the world is 
in China. 

Our final focus is on smaller, yet 
solid markets, such as Greece an d 
Israel. Here we can build strong, 
steadily performing businesses, 
even though the number of poten¬ 
tial consumers is less than in a huge 
nation like the Soviet Union. 

Our expanding international res¬ 
taurant presence, along with con tin¬ 
uing U.S. grow’th, should result in 
double-digit increases in our sales 
and operating profits in 1991 and 
well into the future. 

-Wayne Calloway 






Use new technology to improve 
service and margins. 

Technology is improving efficiency 
throughout our chains. Pizza Hut, for 
example, is using computers to pro¬ 
cess customer orders, forecast sales, 
schedule labor and handle a variety of 
administrative tasks. Better forecasting 
of needs has reduced costs. 

At KFC, improved labor manage¬ 
ment systems combined with cen¬ 
tralized preparation of some products 
helped generate labor savings of 
nearly $14 million in 1990. 

Taco Bell is using new technology’ 
and automation to reduce kitchen size 
and improve speed of service. In fact, 
faster preparation of products has cut 
customer waiting time in half. 

Improve purchasing and supply 
distribution. 

We’re reducing the cost of supplying 
restaurants in our U S. system. In 1981 
PepsiCo created PFS, our food service 
supply and distribution unit. PFS 
Worldwide now ranks as the fourth- 
largest food service distributor in the 
US., servicing nearly 11,000 Pizza Hut, 
Taco Bell and KFC restaurants. It offers 
a full range of products, including 
foods, equipment, decor items, uni¬ 
forms, cleaning supplies and virtually 
everything else our restaurants need 
to operate Now we’re expanding by 
serving more domestic and interna¬ 
tional restaurants. 

Management’s Analysis 

(Note: the following discussion 
should be read in conjunction 
with “Business Segments” on page 
54 and “Management's Analysis- 
Results of Operations” on page 37.) 

1990 vs. 1989 

Worldwide net sales increased 19% 
to $6.2 billion. Domestic net sales 


increased 18% to $5.5 billion aid inter¬ 
national net sales increased 21% to 
$685 million. This growth w as pri¬ 
marily due to additional units (both 
constructed aid acquired from fran¬ 
chisees) and volume gains. Worldwide 
operating profits improved 26% to 
$522 million, with domestic operating 
profits up 25% to $447 million and 
international operating profits up 30% 
to $75 million. 

Results in 1990 included unusual 
charges of $17.6 million for closures of 
underperforming units (almost all 
domestic) as follow^: $9 0 million at 
Pizza Hut, $4.0 million at Taco Bell aid 
$4.6 million at KFC. PepsiCo regularly’ 
monitors the performance of restau¬ 
rant units aid, on a recurring basis, 
records charges for intended closures 
of specific underperforming units. In 
1990, ai intensive review’ w r as per¬ 
formed to strengthen the overall res- 
taurait portfolio, resulting in an 
unusual increase in the level of unit 
closures. 

Unusual charges in 1990 at Pizza Hut 
also included $8.0 million to consoli¬ 
date domestic field operatioas and 
$2.4 million to relocate international 
headquarters. Results in 1989 included 
reorganization charges of $8.0 million 
at KFC aid $5 5 million at Taco Bell 
to consolidate domestic field 
operatioas. 

Excluding the 1990 and 1989 
unasual charges, worldwide, domestic 
and international profits increased 
29%, 28% and 35%, respectively. The 
worldwide growth reflected the vol¬ 
ume increases, additional units and 
higher franchise royalty revenues, par¬ 
tially’ offset by value-oriented pricing 
strategies and higher unit operating 
expenses. KFC International comprises 
over 60% of PepsiCols international 


U.S. Quick Service 
Restaurant Industry 
Retail Sales 
PepsiCo Share 



PepsiCo’s U.S. 
restaurant system sales 
of $9.4 billion account 
for more than 
one-eighth of the total 
quick service industry. 


Largest Worldwide 
Restaurant Systems 

(Units in Thousands) 
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The combined units of KFC, 
Pizza Hut and Taco Bell 
make PepsiCo the largest 
restaurant system in the 
world. 












Restaurant Unit Growth 


Number of System Units Worldwide (Year-end 1985-1990) 


Year 

KFC 

Pizza 

Hut 

Taco 

Bell 

Total 

1985 

6,396 

4,980 

2,193 

13,569 

1986 

6,575 

5,646 

2,443 

14,664 

1987 

7,522 

6,210 

2,738 

16,470 

1988 

7.761 

6,662 

2,930 

17,353 

1989 

7,948 

7,410 

3,125 

18,483 

1990 

8,187 

8,040 

3,273 

19,500 

Five Year Compounded Annual Growth Rate 


5.1% 

10.1% 

8.3% 

7.5% 

Totals include KFC, acquired October 1.1986, as though it were part of 

PepsiCo since 1985 





Number of System Units Worldwide (Year-end 1990 ) 



KFC 

Pizza 

Hut 

Taco 

Bell 

Total 

United States 

Company 

1,389 

3,658 

1,851 

6,898 

Franchise 

3,617 

3,030 

1,376 

8,023 

Total U.S. 

5.006 

6,688 

3.227 

14.921 

International 

Company 

418 

294 

28 

740 

Joint Venture 

416 

278 

- 

694 

Franchise 

2347 

780 

_18 

3,145 

Total International 

3,181 

1,352 

_46 

4,579 

Total Worldwide 

8,187 

8,040 

3.273 

19,500 


PepsiCo is adding restaurant units around the world at 
the rate of about three per day. 


Restaurant Sales Growth 


Average Domestic System Sales Per Unit (Thousands) 



1985 

1986 

1987 1988 

1989 

1990 

5 Yr. 

% Growth 

KFC 

$502 

$529 

$558 $597 

$60" 

$650 

53 

PH 

457 

468 

490 520 

570 

607 

5.8 

TB 

550 

560 

579 589 

686 

771 

7.0 

Domestic and International System Sales (Billions) 







5 Yr. 


1985 

1986 

1987 1988 

1989 

1990 

% Growth 

KFC 

$31 

$35 

$4.1 $ 5.0 

$ 5.4 

$ 5.8 

133 

PH 

2 2 

2.5 

2.9 34 

4.1 

4.9 

17.4 

TB 

1.1 

13 

1.5 1.6 

2.1 

2.4 

16.9 

Total 

$6.4 

$7.3 

$8.5 $10.0 

SI 1.6 

$131 

15.4 

Totals include KFC, acquired October 1.198(5, as though it were part of 

PepsiCo since 1985. 






restaurant net sales and almost 80% of 
operating profits. 

Pizza Hut’s worldwide net sales 
increased $496 million (20%) to $2.9 
billion. Of the sales increase, 65% was 
due to additional units and 25% came 
from volume gains. Increased prices 
and higher franchise royalty revenues 
also aided sales growth. Worldwide 
operating profits increased 20% to 
$246 million. The home delivery busi¬ 
ness w r as a major contributor to sales 
and profit grow r th. Excluding 1990 
unusual charges, profits advanced $60 
million (29%). Of this profit growth, 
$41 million w^as due to volume gains 
and $20 million came from additional 
units. Higher franchise royalty’ reve¬ 
nues, reflecting a new’ domestic fran¬ 
chise agreement and increased sales 
by franchisees, also aided the profit 
increase. Partially offsetting these ben¬ 
efits w r ere higher food and other oper¬ 
ating costs in excess of price increases. 
Domestic company-owTied same store 
sales advanced “ 7 % for 1990. 

International net sales and operat¬ 
ing profits posted strong double-digit 
growth, reflecting higher franchise 
royalty revenues, additional units and 
an improved performance in Australia 
delivery operations. Amortization of 
goodwill and other intangibles ( prin¬ 
cipally domestic) w r as $20 million in 
1990 and $11 million in 1989, with the 
increase reflecting acquisitions of 
domestic franchisees. The worldwide 
operating profit margin, excluding the 
unusual charges, increased over one- 
half point to 9.0%. 

Taco Bell’s worldwide net sales 
increased $280 million (19%) to $1.7 
billion. Driven by the continued suc¬ 
cess of a value-oriented menu intro¬ 
duced in late 1988, volume gains 
contributed $255 million of the net 


sales growth and additional units pro¬ 
vided $69 million. Partially offsetting 
these benefits were low^er menu 
prices. Worldwide operating profits 
grew 37% to $150 million. Excluding 
1990 and 1989 unusual charges, operat¬ 
ing profits advanced $39 million 
(34%). Volume growth contributed 
$116 million to this profit increase and 
additional units provided $10 million. 
Profit growth w as aided by low r er field 
management costs and higher fran¬ 
chise royalty revenues. Partially offset¬ 
ting these benefits were lower menu 
prices and higher food and labor costs. 
Domestic companv-owtied same store 
sales grew 13% though volume growth 
w’as higher. 

International net sales posted dou¬ 
ble-digit growth while operating losses 
decreased on a small base. Amortiza¬ 
tion of domestic goodwill and other 
intangibles w^as $8 million in 1990 and 
$9 million in 1989. The worldwide 
operating profit margin, excluding the 
unusual charges, increased one [>oint 
to 8.8%. 

KFC’s worldwide net sales rose $199 
million (15%) to $1.5 billion. Of this 
increase, $123 million came from addi¬ 
tional units and $102 million was due 
to volume gains. Higher franchise roy¬ 
alty revenues also contributed to the 
growth. These increases w r ere partially 
offset by domestic value-oriented price 
promotions. Worldwide operating 
profits increased 28% to $127 million. 
Excluding 1990 and 1989 unusual 
charges, profits advanced $24 million 
(22%). Volume gaias contributed $52 
million and additional units provided 
$18 million of this increase. Higher 
franchise royalty revenues and 
increased labor productivity also aided 
profit growth. These increases w r ere 
partially offset by the domestic price 
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promotions, increased international 
field management costs and higher 
unit operating expeases. 

Amortization of goodwill and other 
intangibles was $12 million in 1990 and 
$9 million in 1989, with the increase 
reflecting acquisitions of domestic and 
international franchisees. The 
w orldwide operating profit margin, 
excluding the unusual charges, 
increased one-half point to 8.6%. 

A double-digit improvement in 
KFO domestic net sales reflected 
strong volume growth, aided by the 
new Hot Wings product, and 
additional units, partially offset by the 
price promotioas. Excluding the 1990 
and 1989 unusual charges, domestic 
operating profits increased at a strong 
double-digit rate, reflecting the 
volume growth, additional units and 
increased labor productivity; partially 
offset by the price promotions. 
Domestic company-owned same store 
sales increased 5% though volume 
grew at a double-digit rate. 

Led by Australia and Mexico, KFCs 
international net sales posted strong 
double-digit growth, principally 
reflecting additional units and price 
increases. International operating 
profits grew' at strong double-digit 
rates, principally due to higher 
franchise royalty revenues, additional 
units and volume gains. Partially 
offsetting these increases were higher 
field management and other operating 
expeases in excess of price increases. 

1989 vs. 1988 

Worldwide net sales increased 20% to 
$5.3 billion. Domestic net sales grew 
19% to S4. -7 billion and international 
net sales increased 31% to $566 mil¬ 
lion. These performances were due 
primarily to double-digit volume gaias 


at Taco Bell and Pizza Hut and to 
additional units. 

Worldwide operating profits 
improved 22% to $414 million, with 
domestic operating profits up 19% to 
$356 million. International profits rose 
38% to $58 million. Excluding 1989 
unusual charges of $8.0 million at KFC 
and $5.5 million at Taco Bell to consol¬ 
idate domestic field operations, world¬ 
wide and domestic operating profits 
improved 26% and 24%, respectively. 
This growth reflected the volume 
increases, additional units, higher fran¬ 
chise royalty revenues and price 
increases at Pizza Hut and KFC, par¬ 
tially offset by higher food and other 
operating costs, and lower menu 
prices at Taco Bell. The growth in 
company-owned same store sales pre¬ 
sented below has been adjusted to 
eliminate the impact of one more 
w'eek in the 1988 reporting perkxi. 

Pizza Hut's worldwide net sales 
increased $439 million (22%) to $2.5 
billion. Of this increase, 45% was due 
to additional units and 30% came from 
volume gains. The balance reflected 
increased prices, a sales mix shift to 
higher-priced menu items and higher 
franchise royalty revenues, partially off¬ 
set by' the impact of one more week in 
1988. Worldwide operating profits 
increased $56 million (37%) to $206 
million. Volume gaias contributed 
almost 45% and additional units pro¬ 
vided 30% of this growth. The balance 
of the growth in operating profits w as 
principally due to price increases and 
higher franchise royalty revenues, par¬ 
tially' offset by higher fcxxl costs. The 
impact of one more week in 1988 was 
offset by low er provisions for unit 
closures in 1989. Amortization of good¬ 
will and other intangibles (principally 
domestic) w r as $11 million in 1989 and 


U.S. Mexican-Style 
Restaurant Market 


Taco Bell Share 


With l ’.S. system sales of $2.4 l*Uion. Taco Bell, 
at nearly is the leatler in the $3 A billion 
U.S. Mexican-style restaurant category 



U.S. Pizza Restaurant Market 

^ P i... Hnl Shu. 


With 1990 U.S. system sales of $3 8 billion, 
Pizza Hut, at 24%, is the leading pizza chain 
in the $15.8 billion l J.S. pizza category. 


U.S. Chicken Restaurant Market 



With l IS. system sales of $3-2 billion, KFC. at 
50%, is the leader in the $6.4 billion L S. 
quick service chicken restaurant category'. 
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$7 million in 1988, with the increase 
principally reflecting acquisitions of 
domestic franchisees. Domestic com¬ 
pany-owned same store sales advanced 
12 %. 

International net sales and operat¬ 
ing profits posted very strong double¬ 
digit growth on a small base, primarily 
due to volume gains, additional units 
and higher franchise royalty revenues. 
The worldwide operating profit mar¬ 
gin grew one point to 8.4%. 

Taco Bells worldwide net sales grew’ 
$309 million (27%) to $1.5 billion. Of 
the sales growth, over $330 million 
came from volume gaias and $75 mil¬ 
lion was due to additional units. These 
increases w^ere partially offset by low er 
menu prices and the effect of one 
more week in 1988. Worldwide operat¬ 
ing profits increased 44% to $109 mil¬ 
lion. Excluding the 1989 unusual 
charge, operating profits increased $39 
million (52%). Volume gaias contrib¬ 
uted over $90 million and additional 
units provided over $10 million of the 
profit growth. Franchise royalty reve¬ 
nues also rose sharply These increases 
were reduced by lower menu prices, 
higher food and labor costs and the 
impact of one more week in 1988. 
Amortization of domestic goodwill 
and other intangibles w-as $9 million 
in both 1989 and 1988. Domestic com¬ 
pany-owned same store sales grew 7 
19% though volume growth was sub¬ 
stantially higher. 

International net sales rose at strong 
double-digit rates, but operating 
losses increased on a small base. The 
worldwide operating profit margin, 
excluding the unusual charge, 
improved almost one and one-half 
points to 7.8%. 

KFCs worldwide net sales rose $122 
million (10%) to $1.3 billion. Addi¬ 


tional units represented 60% of this 
growth, about one-third of which was 
offset by lower volumes, with the bal¬ 
ance due primarily to higher pricing. 
Worldwide operating profits declined 
14% to $99 million. Excluding the 1989 
unusual charge, worldwide operating 
profits fell $8 million (7%). The 
decline principally reflected lower vol¬ 
umes ($10 million). The favorable 
impact of additional units ($10 mil¬ 
lion) and higher franchise royalty reve¬ 
nues w r as offset by higher food and 
other operating costs in excess of price 
increases. Because of the transition 
from calendar-year reporting to 
PepsiCo’s period reporting, KFCs 
results were not affected by one more 
week in 1988. 

Amortization of goodwill and other 
intangibles w T as $9 million in 1989 
and $10 million in 1988. The world¬ 
wide operating profit margin, exclud¬ 
ing the unusual charge, declined 
approximately' one and one-half points 
to 8.1%. 

KFCs domestic net sales increased 
slightly primarily due to increased 
prices, as growth from additional units 
was offset by declines in volumes. 
Domestic company -owned same store 
sales were about even with the prior 
year. Domestic operating profits 
declined principally due to decreased 
volumes and higher food and other 
operating costs, partially offset by 
increased prices and additional units. 
Led by Australia, New Zealand, and 
Canada, international net sales posted 
strong double-digit growth reflecting 
additional units, increased prices and 
solid volume increases. International 
operating profits grew at a strong 
double-digit rate principally due to 
increased volumes, additional units 
and higher franchise royalty revenues. 
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Business Segments 

This information constitutevS a Note to the Consolidated Financial 
Statements, (tabular dollars in millions) 

PepsiCo operates on a worldwide basis within three industry 
segments: soft drinks, snack foods and restaurants. Management’s 
discussion and analysis of PepsiCo’s industry segments is presented 
in the text beginning on pages 13,21 and 29 under the caption 
“Management's Analysis” 

The soft drinks segment primarily manufactures concentrates 
and markets Pepsi-Cola, Mountain Dew, Slice and their allied 
brands worldwide and TUP internationally, and operates soft drink 
bottling businesses principally in the United States. The soft drinks 
segment data reflect a number of acquisitions of franchised 
bottlers, the largest of which were the domestic bottling businesses 
of General Cinema Corporation and Grand Metropolitan Incorpo¬ 
rated acquired in 1989 and 1988, respectively. 

The snack foods segment primarily manufactures and markets 
snack chips. The snack foods segment data reflect the 1989 
acquisitions of Smiths Crisps Limited and Walkers Crisps Holdings 
Limited (the U.K. operations), which manufacture and market snack 
chips in the United Kingdom. 

The restaurants segment data include the operations of 
Pizza Hut, Taco Bell and Kentucky Fried Chicken (KFC) and reflect 
the acquisitions of several franchised domestic and international 
restaurant operators, which were not significant in the aggregate. 
Restaurant net sales include net sales by company-owned restau¬ 
rants, initial franchise fees, royalty and rental payments from 
restaurants operated by franchisees, gains on sales of restaurant 
businesses and net sales to franchisees by PFS, PepsiCo^ restaurant 
distribution operation. 

All acquisitions were accounted for under the purchase method 
and, accordingly, the results of the acquired businesses are included 
from their respective dates of acquisition. (See Note to Consoli¬ 
dated Financial Statements on page 43 ) The acquisition of the U.K. 
operations had a significant impact on PepsiCo’s international 
operations, as reflected in the international data presented. 

Net corporate expeases consist primarily of interest expease, 
interest income and other corporate items that are not allocated to 
the business segments. Beginning in 1990, no interest income was 
allocated to the segments. The portion of interest income previ¬ 
ously allocated consisted principally of interest income on certain 
international short-term investments and on domestic capital 
sublease receivables. This change provides more meaningful com¬ 
parisons, as movements in balances of the investments and sublease 
receivables due to any future changes in corporate controlled 
investing/financing strategies could distort the rate of operating 
profit growth of the related basiness segment. Further, a current 
review of industry reporting practices supports the exclusion of 
interest income of this nature from segment operating profits. To 
improve comparability, segment operating profits for 1989 and 1988 
have been restated to reclassify interest income of $36.5 million 
and $22.8 million, respectively, to Interest and Other Corporate 
Expenses, Net. Also, segment identifiable assets for 1989 and 1988 
have been restated to reclassify the combined related international 
portfolios and domestic capital sublease receivables of $124.8 
million and $157.6 million, respectively to Corporate Assets. 


PepsiCo has invested in a number of joint ventures in which it 
exercises significant influence, but not control. Equity in net 
income of these affiliates, which is also included in net corporate 
expenses, w^as $2.0 million, $13.4 million and $15.8 million in 1990, 
1989 and 1988, respectively. The decline in 1990 reflects a $15.9 
million unusual charge to reduce the earn ing value of a Pizza Hut 
international joint venture investment. The investments in affiliates 
and related equity in net income are not material to the industry 
segment data. 

Corporate identifiable assets consist principally of offshore short¬ 
term investments and investments in affiliates. PepsiCo’s invest¬ 
ments in affiliates totaled $1.1 billion, $676 million and $500 million 
at year-end 1990,1989 and 1988, respectively. At year-end 1950, the 
largest of these investments coasisted of $327 million in a Mexican 
cookie business acquired in late 1990. Other joint venture invest¬ 
ments included $204 million in a domestic franchised bottler, $119 
million in the KFC Japan joint venture and $78 million in a 
Canadian snack food operation. 

In determining geographic area data, the results of Pepsi(x>’s 
centralized soft drink concentrate manufacturing facilities in 
Puerto Rico and Ireland have been allocated based upon actual 
concentrate sales to the respective geographic areas. Certain cen¬ 
tralized international administrative expenses in each of the three 
industry segments have been allocated based upon sales volumes 
or number of restaurants in the respective geographic area-. 

1990 and 1989 coasisted of 52 weeks, wtiile 1988 consisted of 
53 weeks. 


Net Sales 

($ In Millions) 
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Industry Segments: _ Net Sales _ Operating Profits (a) Identifiable Assets (b) 

1990 1989 1988_ 1990 1989 1988_ 1990 1989 1988 


Soft Drinks: Domestic 

International 

$ 5,034.5 
1,488.5 

$ 4,623.3 $ 3,667.0 
1,153.4 971.2 

$ 673.8 
93.8 

$ 577.6 
98.6 

$ 405.7 
49.6 





6,523.0 

5,776.7 

4,638.2 

767.6 

676.2 

455.3 

$ 6,465.2 

$ 6,198.1 

$3,994.1 

Snack Foods: Domestic 

International 

3.471.5 

1.582.5 

3,211.3 

1,003.7 

2,933.3 

581.0 

732.3 

202.1 

667.8 

137.4 

587.0 

45.2 





5,054.0 

4,215.0 

3,514.3 

934.4 

805.2 

632.2 

3,892.4 

3,310-0 

1,608.0 

Restaurants: Domestic 

International 

5,540.9 

684.8 

4,684.8 

565.9 

3,950.3 

430.4 

447.2 

75.2 

356.5 

57.8 

298.4 

41.9 





6,225.7 

5,250.7 

4,380.7 

522.4 

414.3 

340.3 

3,448.9 

3,070.6 

3,061.0 

Total: Domestic 

International 

14,046.9 

3,755.8 

12,519.4 

2,723.0 

10,550.6 

1,982.6 

1,853.3 

371.1 

1,601.9 

293.8 

1,291.1 

136.7 





$17,802.7 

$15,242.4 

$12,533.2 

$2,224.4 

$1,895-7 

$1,427.8 

$13,806.5 

$12,578.7 

$8,663.1 


Geographic Areas: (a)(b ) 









United States 

$14,046.9 $12,519.4 

$10,550.6 

$1,853.3 

$1,601.9 

$1,291.1 

$ 9,980.7 $ 

9,593.4 

$ 7,208.9 

Europe 

1,344.7 771.7 

415.5 

108.5 

53.8 

12.6 

2,255.2 

1767.2 

174.4 

Canada and Mexico 

1,089.2 899.0 

726.3 

164.2 

117.1 

52.5 

689.5 

409.5 

324.4 

Other 

1,321.9 1,052.3 

840.8 

98.4 

122.9 

71.6 

881.1 

808.6 

955.4 







13,806.5 

12,578.7 

8,663.1 

Corporate Assets 






3,336.9 

2,548.0 

2,472.2 

Total 

$17,802.7 $15,242.4 

$12,533.2 

2,224.4 

1,895.7 

1,427.8 

$17,143.4 $15,126.7 

$11,135.3 

Interest and Other Corporate Expenses, Net (a) 


(557.0) 

(545.2) 

(300.6) 




Income from Continuing Operations Before Income Taxes 

$1,667.4 $1,350.5 $1,127.2 







Depreciation and 





Capital Spending 

Amortization Expense 





1990 1989 

1988 

1990 

1989 

1988 




Soft Drinks 

$ 334.1 $ 267.8 

$ 198.4 

$338.1 

$306.3 

$195.7 




Snack Foods 

381.6 257.9 

172.6 

232.5 

189.3 

156.8 




Restaurants 

460.6 424.6 

344.2 

306.5 

269.9 

271.3 




Corporate 

21.9 9.2 

14.9 

6.9 

6.5 

5.5 





$1,198.2 $ 959.5 

$ 730.1 

$884.0 

$772.0 

$629.3 




Results by Restaurant Chain: 

Net Sales 


Operating Profits (a) 




Pizza Hut 

$2,949.9 $2,453.5 

$2,014.2 

$245.9 

$205.5 

$149.7 




Taco Bell 

1,745.5 1,465.9 

1,157.3 

149.6 

109.4 

75.7 




KFC 

1,530.3 1,3313 

1,209.2 

126.9 

99.4 

114.9 





$6,225.7 $5,250.7 

$4380.7 

$522.4 

$414.3 

$340.3 





(a) Unusual Items: Results for the years presented were affected by 
several unusual credits and charges, the impacts of which were a net 
credit of $35.2 million ($4.2 charge after-tax or $0.01 per share) in 
1990, a net credit of $4.4 million ($1.8 after-tax) in 1989 and a net 
charge of $23 9 million ($16.3 after-tax or $0.02 per share) in 1988. 

The unusual items were as follows: 

Soft Drinks : 1990 included $10.5 million in charges for receivables 
exposures related to highly leveraged domestic retail customers. 

1989 included a $32.5 million credit resulting from a decision to 
retain a bottling operation in Japan previously held for sale and a 
$12.3 million reorganization charge to decentralize international 
operatioas. 1988 included a $14.5 million reorganization charge to 
decentralize domestic operations and a $9 4 million loss resulting 
from the sale of a Spanish winery 

Snack Foods : 1990 included $10.6 million in charges for receivables 
exposures related to highly leveraged domestic retail customers. 

1989 included a $6.6 million reorganization charge to decentralize (b) 


domestic operations and a $4.3 million credit resulting from a 
decision to retain a domestic cookie production facility previously 
held for sale. 

Restaurants: 1990 included a $17.0 million domestic and a $0.6 mil¬ 
lion international charge for closures of certain underperforming 
restaurants as follows: $9.0 million at Pizza Hut, $4.0 million at 
Taco Bell and $4.6 million at KFC. 1990 also included an $8.0 million 
charge to consolidate domestic Pizza Hut field operatioas and a $2.4 
million charge to relocate international Pizza Hut headquarters. 1989 
included reorganization charges of $8.0 million at KFC and $5 5 mil¬ 
lion at Taco Bell to coasolidate domestic field operations. 

Cor porate: 1990 included a $118.2 million gain from an initial public 
stock offering by PepsiCo’s KFC joint venture in Japan, an $18.0 mil¬ 
lion charge for accelerated contributions to the PepsiCo Foundation 
and a $15 9 million charge to reduce the carrying value of a Pizza Hut 
international joint venture investment. 

The identifiable assets at year-end 1988 were not restated for certain 
previously consolidated KFC international joint ventures reported 
under the equity method since 1989. 




















































































































Consolidated Statement of Income 


(in millions except per share amounts) 

PepsiCo, Inc. mid Subsidiaries 

Fifty-two weeks ended December 29,1990 and December 30,1989 and fifty-three weeks ended December 31,1988 



1990 

1989 

1988 

Net Sales. 

$17,802.7 

$15,242.4 

$12,533.2 

Costs and Expenses 

Cost of sales . 

Selling, administrative and other expenses. 

Amortization of goodwill and other intangibles . 

Gain on joint venture stock offering. 

Interest expense. 

Interest income. 

8,609.9 

6,948.1 

189.1 

(118.2) 

688.5 

(182.1) 

7,467.7 

5,841.4 

150.4 

609.6 

(177.2) 

5,957.4 

5,154.3 

72.3 

344.2 

(122.2 


16,135.3 

13,891.9 

11,406.0 

Income from Continuing Operations Before Income Taxes 

1,667.4 

1350.5 

1,127.2 

Provision for Income Taxes 

576.8 

449.1 

363.0 

Income from Continuing Operations 

1,090.6 

901.4 

762.2 

Discontinued Operation Charge (net of income 
tax benefit of $0.3). 

(13.7) 



Net Income 

$ 1,076.9 

$ 901.4 

$ 762.2 

Income (Charge) Per Share 

Continuing operations . 

Discontinued operation . 

. $ 1.37 

(0.02) 

$ 1.13 

$ 0.97 

Net Income Per Share 

$ 1.35 

$ 1.13 

$ 0.97 

Average shares outstanding used to calculate income (charge) per share . 

798.7 

796.0 

790.4 


See accompanying Notes to Consolidated Financial Statements. 


Allocation Of 
1990 Net Sales 



■ Cost Of Sales 

■ Selling, Administrative 
and Other Expenses 

■ Net Interest Expense 

■ Income Taxes 

Income from Continuing Operations 


6 . 1 % 

3.3% 

2.8% 


39.-1% 


48.4% 


























































Management’s Analysis-Results of Operations 


PepsiCo’s three industry segments operate in highly competitive 
domestic and international markets that are impacted by local 
economic factors including inflation, changing commodity prices 
and wage legislation, as well as worldwide recessionary cycles. 
PepsiCo has mitigated these influences by enhancing the appeal 
and value of its products through brand promotion, improved 
quality and prudent pricing actions and by containing costs 
through increased manufacturing and distribution efficiencies. The 
extent to which these and other strategies continue to be successful 
will substantially affect future growth rates of the businesses. 

Results for the periods presented reflected acquisitions of several 
franchised soft drink bottling operations, the largest of which was 
the domestic b< >ttling business of General Cinema Corporation 
acquired in March 1989, as well as the July 1989 acquisition of the 
Smiths aid Walkers snack chip businesses in the United Kingdom 
(the l K. operations). Results also reflected the 1989 reconsolida¬ 
tion of a bottling operation in Japan previously held for sale and the 
sale of certain domestic bottling operations in late 1988. Accord¬ 
ingly, the discussions below are supplemented, where significant, 
with comparisons excluding the estimated first year impact of the 
above operations (collectively 'the Acquisitions”). Comparisons 
excluding the first year impact of the Acquisitions are determined 
by excluding from reported current year amounts the results of the 
Acquisitions for the corresponding periods that such operations 
were not reflected in reported prior year amounts. Comparisons of 
1989 and 1988 results were also affected by one more week in the 
1988 reporting period. 

Net Sales, Costs and Expenses 

Net sales rose 17% in 1990 and 22% in 1989. Excluding the first year 
impact of the Acquisitions, net sales increased 14% in both 1990 
and 1989. The growth in both years was driven by volume gains in 
all three industry segments as well as additional restaurant units. 
International net sales represented 21%, 18% and 16% of consoli¬ 
dated net sales in 1990,1989 and 1988, respectively, primarily 
reflecting the l I.K. operatic >ns and strong growth in existing 
businesses. The trend of an increasing international component of 
net sales and operating profits is expected to continue. Manage¬ 
ments Analysis of the results of each industry segment is presented 
in the text beginning on pages 13, 21 and 29. 

Cost of sales as a percentage of net sales was 48.4%, 49.0% and 
47.5% in 1990,1989 and 1988, respectively The 1990 decrease 
principally reflected higher pricing and lower ingredients costs in 
domestic soft drinks and snack focxls. The 1989 increase principally 
reflected lower menu prices at Taco Bell and the acquisitions of 
businesses with lower gross margins. 

Selling, administrative and other expenses rose 19% in 1990 aid 
13% in 1989. Unusual charges in 1990 (see Note to Consolidated 
Financial Statements on page 35 ) added one and one-half points to 
the 1990 growth rate of these expenses. The 1990 aid 1989 growth 
reflected higher sales volumes, increased promotional expenses, 
additional restaurant units aid the additional operating expenses 
of the Acquisitions. 

The increase in amortization of goodwill and other intangibles 
principally reflects the significant 1989 acquisitions. A portion of the 
amortization expense is deductible for U.S. income tax purposes, 
aid the after-tax expense amounts per share were $0.20, $0.16 and 
$0.08 in 1990,1989 and 1988, respectively: 


The joint venture stock offering gain of $118.2 million ($53 0 
after-tax or $0.07 per share) relates to the August 1990 initial public 
offering (IPO) to Japanese investors of shares of PepsiCo’s 
Kentucky Fried Chicken joint venture in Japan (KFC-J). (See Note to 
Consolidated Financial Statements on page 44.) 

Interest expense rose 13% in 1990 compared to 77% in 1989. The 
increases reflected higher average domestic borrowings to finance 
the Acquisitions, and a decline in average interest rates in 1990 
compared to an increase in 1989. Interest income rose 3% in 1990 
compared to 45% in 1989, reflecting higher average balances of 
offshore short-term investment portfolios in both years and the 
change in interest rate trends. 

Income from Continuing Operations Before Income Taxes 

Income from continuing operations before income taxes rose 23% 
in 1990 compared to 20% in 1989. Excluding the first year impact of 
the Acquisitions (with related financing costs), the increases were 
28% and 35% in 1990 and 1989, respectively. The growth in both 
years reflected double-digit operating profit advances in all three 
industry segments driven by volume gains as well as additional 
restaurants units. International operating profits represented 17%, 
15% and 10% of combined segment operating profits in 1990,1989 
and 1988, respectively, with the increases primarily reflecting strong 
volume growth and the UK. operations. 

Provision for Income Taxes 

The effective tax rates on income from continuing operations were 
34.6%, 33.3% and 32.4% in 1990,1989 and 1988, respectively. The 
effective tax rate for 1990 would have been 33 0% excluding the 
KFC-J IPO gain, which had an effective tax rate of 55.2%. This rate 
reflected the lower U.S. tax basis of PepsiCo’s investment in KFC-J 
compared to its book value, which includes nondeductible good¬ 
will. The 1989 increase was primarily due to the growth in 
nondeductible amortization of goodwill and other intangibles. 
PepsiCo expects that its effective tax rate w ill increase in 1991 due 
to a number of factors including a disproportionate increase 
in earnings in high tax jurisdictions, as well as the absence 
of certain foreign tax loss carryforwards. 

As the Financial Accounting Standards Board (the FASB) contin¬ 
ues to review and evaluate possible amendments to recently issued 
rules for accounting for income taxes, including a further exten¬ 
sion of the adoption date, PepsiCo is unable to predict the final 
FASB requirements and therefore cannot reasonably estimate the 
effects of ad< )ption. 

Income Per Share from Continuing Operations 

Income per share from continuing operations rose 21% to $1.37 in 
1990 compared to a 17% increase in 1989 to $1.13. First year dilutior 
per share related to the Acquisitions was an estimated $0.04 in 1990 
and $0.15 in 1989. Reported dilution represents the after-tax results 
of acquisitions, including amortization of goodwill and other 
intangibles and estimated financing costs, through the first year 
subsequent to the acquisition dates. 

The 1990 and 1989 growth rates in income per share from 
continuing operations were not significantly affected by the net 
impact of the KFC-J IPO gain, other unusual items in all three years 
and one more week in the 1988 reporting period. 








Consolidated Balance Sheet 

(in millions except per share amount) 

PepsiCo, Inc. and Subsidiaries 
December 29,1990 and December 30,1989 

1990 _1989 

ASSETS 

Current Assets 

Cash and cash equivalents. $ 170.8 $ 76.2 

Short-term investments, at cost which approximates market. 1,644.9 1,457.7 

1,815.7 1,533.9 

Notes and accounts receivable, less allowance: $90.8 in 1990 and $57.7 in 1989 . 1,414.7 1,239.7 

Inventories. 585.8 546.1 

Prepaid expenses and other current assets. 265.2 231.1 

Total Current Assets. 4,081.4 3,550.8 


Investments in Affiliates and Other Assets . 1,505.9 970.8 

Property, Plant and Equipment, net. 5,710.9 5,130.2 

Goodwill and Other Intangibles, net. 5,845.2 5,474.9 


Total Assets. $17,143.4 $15,126.7 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities 

Short-term borrowings. $ 1,626.5 $ 866.3 

Accounts payable. 1,116.3 1,054.5 

Income taxes payable. 443.7 313.7 

Other current liabilities. 1,584.0 1,457.3 

Total Current Liabilities 4,770.5 3,691.8 


Long-term Debt 5,600.1 5,777.1 

Nonrecourse Obligation 299.5 299.4 

Other Liabilities and Deferred Credits. 626.3 610.4 

Deferred Income Taxes. 942.8 856.9 

Shareholders’ Equity 

Capital stock, par value 1 2 M per share: authorized 1,800.0 shares, issued 8631 shares. 14.4 14.4 

Capital in excess of par value. 365.0 323.9 

Retained earnings. 4,753.0 3,978.4 

Currency translation adjustment. 383.2 66.2 

5,515.6 4382.9 

Less: Treasury stock, at cost: 74.7 shares in 1990,72.0 shares in 1989. (611.4) (491.8' 

Total Shareholders’ Equity. 4,904.2 3,891.1 


Total Liabilities and Shareholders’ Equity $17,143.4 $15,126.7 


See accompanying Notes to Consolidated Financial Statements. 
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Management’s Analysis—Financial Condition 


PepsiCo’s principal objective is to increase the value of its share¬ 
holders’ investment through integrated operating, investing and 
financing strategies that maximize cash returns on investments arid 
optimize the cost of capital. The cost of capital is a weighting of cost 
of debt and cost of equity; with the latter representing a measure of 
expected return to investors in PepsiCo’s stock. PepsiCo estimates 
its current cost of capital to be approximately 11%. PepsiCo's strong 
financial condition provides continued access to capital markets 
throughout the world. 

Assets 

Total assets increased $2.0 billion or 13% over 1989. This increase 
reflected purchases of property, plant and equipment (PP&E), 
equity investments in international snack foods operations, acquisi¬ 
tions of franchisees in soft drinks and restaurants and normal 
growth of the businesses. 

Substantially all of PepsiCo’s short-term investments consist of 
high-grade marketable securities portfolios held offshore. The 
majority of the investments represent portfolios in Puerto Rico, 
reflecting the strong operating cash flows of centralized soft drink 
manufacturing facilities that operate there under a tax incentive. 
These funds may be remitted to the United States for a nominal 
local tax under the conditions provided by a tax incentive grant that 
expires in 2006. (See Note to Consolidated Financial Statements on 
page 46.) PepsiCo continually reassesses its alternatives to redeploy 
these and other offshore portfolios, considering other investment 
opportunities, tax consequences and overall financing strategies. 

Investments in affiliates and other assets increased $533 million 
in 1990. This growth included a $327 million equity investment in a 
cookie business in Mexico and a $78 million net change in other 
joint venture activity. 

PepsiCo’s purchases of PP&E totaled $1.2 billion and $960 million 
in 1990 and 1989, respectively, led in both years by the restaurants 
segment. Spending increases in 1990 reflected manufacturing 
capacity and productivity enhancement projects in international 
snack foods, investments in high growth markets of international 
soft drinks and new unit development at Taco Bell and Pizza Hut. 

Goodwill and other intangibles increased $370 million in 1990, 
principally reflecting the translation impact of a weaker U.S. dollar 
on the goodwill and other intangibles arising from the 1989 
acquisition of the UK. operations, as well as the value of franchise 
rights reacquired in the acquisitions of franchisees. 

Liabilities 

Total liabilities rose $1.0 billion or 9% over 1989, reflecting $583 
million of increased debt to partially fund PP&E purchases, 
acquisitions and other investments. The increase also reflected 
normal growth aid liabilities of acquired operations. 

PepsiCo’s available credit facilities with lending institutions, 
which exist largely to support the issuances of short-term borrow¬ 
ings, were $3 5 billion at year-end 1990. 

In December 1990, the FASB issued Statement of Financial 
Accounting Standards No. 106 (SFAS106), “Employers’ Accounting 
for Postretirement Benefits Other Than Pensions,” which requires 
the recognition of postretirement benefit expenses on an accrual 
basis. PepsiCo has not yet determined the impact of adoption of 
SFAS 106. PepsiCo expects to implement SFAS 106 by its required 
adoption date in 1993. 


Financial Leverage 

In managing its capital structure, PepsiCo utilizes financial leverage 
to optimize the overall cost of capital, considering the favorable tax 
treatment of debt, while maintaining operating and financial 
flexibility. 

PepsiCo measures leverage on a net basis, which takes into 
account its large offshore short-term investment portfolios. These 
portfolios are managed as part of PepsiCo’s overall financing 
strategy and are not required to support day-to-day operations. 
Therefore^ PepsiCo believes its net debt position, which reflects the 
pro forma remittance of the portfolios, net of related taxes, as a 
reduction of total debt (excluding the nonrecourse obligation) is 
the most meaningful historical cost measure of financial leverage 
used in the business. PepsiCo’s ratio of net debt to net capital 
employed (defined as net debt, other liabilities and deferred 
credits, deferred income taxes and shareholders’ equity) was 47%, 
51% and 37% at year-end 1990,1989 and 1988, respectively The 
decline in the 1990 ratio reflected net capital growth that exceeded 
the growth in net debt. The increase in 1989 over 1988 reflects the 
additional debt required to finance the 1989 acquisitions. 

PepsiCo also measures financial leverage on a market value basis. 
ManagemenTbeTieves that market leverage (defined as net debt as a 
percent of net debt plus the market value of equity, based on the 
stock price at the end of the reporting period) better measures 
PepsiCo's financial leverage from the perspective of investors in its 
securities, as it reflects how much of the current value of PepsiCo is 
financed with debt. Unlike historical cost measures, the market 
value of equity is based primarily on the expected future cash flows 
that will both support debt and provide returns to shareholders. 
The market net debt ratio was 22%, 24% and 20% at year-end 1990, 
1989 aid 1988, respectively PepsiCo has established a target range 
for its market net debt ratio of 20-25%. PepsiCo believes that it can 
safely exceed this range on a short-term basis to take advantage of 
strategic acquisition opportunities. 

Because of its strong cash generating capability, PepsiCo believes 
that its current leverage level does not significantly affect its overall 
cost of debt or reduce its flexibility to invest in the business. 

PepsiCo’s negative operating working capital position, which 
principally reflects the cash sales nature of its restaurant operations, 
is an interest-free source of capital. Operating working capital, 
w hich excludes short-term investments aid short-term borrowings, 
was a negative $708 million and $732 million at year-end 1990 aid 
1989, respectively. 

Shareholders’ Equity 

The currency translation adjustment increased to $383 million at 
year-end 1990 compared to $66 million at year-end 1989. The change 
was almost entirely due tc) the impact of the weaker US. d( )llar c >n 
the translation of financial statements of the UK. ()perations. 

Return on average shareholders’ equity primarily represents a 
combination of operating performance and the effect of financial 
leverage. Based on income from continuing operatioas, PepsiCo's 
return on average shareholders’ equity was 24.8% in 1990 compared 
to 25.6% in 1989. The decrease reflected growth in average 
shareholders' equity that exceeded the growth in income, primarily 
because of the change in the currency translation adjustment. 
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Consolidated Statement of Cash Flows 


PepsiCo, Inc. and Subsidiaries 

Fifty-two weeks ended December 29,1990 and December 30,1989 and fifty-three weeks ended December 31,1988 
(in millions) 


Cash Flows from Continuing Operations: 

Income from continuing operations . 

Adjustments to reconcile income from continuing operations to net cash 
generated by continuing operations: 

Gain on joint venture stock offering. 

Depreciation and amortization. 

Deferred income taxes. 

Other noncash charges and credits-net . 

Changes in operating working capital, excluding effect of 
acquisitions and sales of businesses: 

Notes and accounts receivable. 

Inventories. 

Prepaid expenses and other current assets. 

Accounts payable. 

Income taxes payable. 

Other current liabilities . 

Net change in operating working capital. 

Net Cash Generated by Continuing Operations 
Cash Flows from Investing Activities: 

Acquisitions and investments in affiliates. 

Purchases of property, plant and equipment. 

Proceeds from joint venture stock offering. 

Proceeds from sales of property, plant and equipment. 

Proceeds from sales of businesses. 

Net sales (purchases) of short-term investments. 

Other, net. 

Net Cash Used for Investing Activities. 

Cash Flows from Financing Activities: 

Proceeds from issuances of long-term debt. 

Payments of long-term debt . 

Net proceeds from (payments of) short-term borrowings. 

Cash dividends paid. 

Purchases of treasury stock. 

Other, net. 

Net Cash Generated by (Used for) Financing Activities 

Effect of Exchange Rate Changes on Cash and Cash Equivalents. 

Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents-Beginning of Year 

Cash and Cash Equivalents-End of Year 


1990 1989 1988 


$ 1,090.6 


(118.2) 

884.0 

106.1 

120.3 


(124.8) 
(20.9) 
( 61 . 6 ) 
25.4 
136.3 
_ 72.8 

27.2 

2,110.0 


( 630 . 6 ) 

(1,180.1) 

129.6 

45.3 

(181.8) 

(H9.7) 

(1,937.3) 


777.3 
(298.0) 
(86.2) 
(293.9) 
(147.7) 
_(28.6) 

_ (77.1 ) 

( 10 ) 

94.6 

76.2 

$ 170.8 


$ 901.4 


772.0 

71.2 

128.4 


(149.9) 

(50.1) 

6.5 

134.9 

80.9 
_ (9A) 

12.9 
1,885.9 

( 3 , 296 . 6 ) 

(943.8) 

69.7 

12.3 

(97.9 ) 

(4,256.3) 


71.7 

(405.4) 

2,925.5 

(241.9) 

(28.9 ) 

2 , 321.0 

(17.1 ) 

(66.5) 

142.7 

$ 76.2 


$ 762.2 


629.3 
20.1 

213.4 


( 50 . 1 ) 

13.8 

37.8 

138.2 

55.1 

74.7 

269.5 

1,894.5 


(1,415.5) 

(725.8) 

67.4 

283.2 

(201.7) 

(58.7 ) 

(2,051.1 ) 


475.3 
(190.0) 
2313 
(199.0) 

(71.8) 

(24.4 ) 

221.4 
_04) 

63.4 
79.3 
t 142.7 


Supplemental Cash Flow Information: 
Cash Flow Data 


Interest paid. 

. $ 

656.9 

$ 

5911 

i* 

286.5 

Income taxes paid. 

. $ 

375.0 

$ 

239.7 

$ 

234.7 

Schedule of Noncash Investing and Financing Activities 

Issuance of treasury stock and debt for acquisitions. 

. $ 

105.1 

% 

103.9 

$ 

328.2 

Liabilities assumed/disposed of in connection with 

acquisitions/salesof businesses. 

. $ 

231.8 

$ 

446.8 

$ 

300.0 

Issuance of treasury stock for compensation awards 

and conversion of debentures . 

. $ 

13.5 

$ 

9.3 

$ 

26.4 

Additions of capital leases. 

. $ 

18.1 

$ 

15.7 

$; 

4.3 


See accompanying Notes to Consolidated Financial Statements. 
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Management’s Analysis-Cash Flows 


Cash flow activity in 1990 reflected strong cash flows from 
continuing operatioas of $2.1 billion and net proceeds from 
issuances of debt of $393 million. Major funding needs included 
purchases of property, plant and equipment (PP&E) of $1.2 billion, 
acquisitions and investments in affiliates of $631 million and 
dividends of $294 million. 


Net Cash Generated by Continuing Operations 

— One of PepsiCo’s most significant financial strengths is its internal 
cash generation capability In fact, in 1990 each industry segment 
generated cash from operatioas sufficient to fund its PP&E pur¬ 
chases, acquisitions and affiliate investments, with cash flows from 
domestic businesses funding international uses of cash. As the chart 
below illustrates, in each of the past three years, net cash generated 
by continuing operations has been well in excess of amounts 
required to fund purchases of PP&E and dividend payments. This 
excess cash flow has been decreasing over the hist three years due 
principally to major PP&E investment programs that will continue 
into 1991. Excess cash flow is expected to decline in 1991 but 
resume growth in the following years. 


Net Cash (ienerated by 
Continuing Operations 
vs. Purchases of PP&E 
and Dividends Paid 

($ In Millions) 



■ Net Cash Generated 


PP&E Purchases 


■ Dividends Paid 


Net cash generated by continuing operations in 1990 increased 
$224 million or 12% over 1989, while 1989 was about even with 
1988. The joint venture stock offering gain relates to the initial 
public offering of a KFC joint venture in Japan. (See Note to 
Consolidated Financial Statements on page 44.) The comparisons of 
1990 to 1989 changes in the individual components of operating 
working capital are affected by numerous increases and decreases 
in various accounts, none of which had a significant impact on cash 
generated by continuing operations. The 1989 decrease in cash 
flows provided by operating working capital principally reflected 
additional investment required to support sales growth in the 
comparatively more working capital intensive bottling and snack 
foods businesses acquired. The increase of $112 million and $143 
million in depreciation and amortization noncash charges in 1990 
and 1989, respectively, reflected growth in PP&E as well as the 
amortization of goodwill and other intangibles and depreciation 
expense associated with acquisitions. 


Investing Activities 

PepsiCo's investing activities over the past three years reflected 
strategic spending in all three industry segments through acquisi¬ 
tions, investments in affiliates and purchases of PP&E. Acquisitions 
and investments in affiliates for cash totaled $631 million in 1990 
and included an equity investment in a cookie business in Mexico, 
several domestic and Canadian franchised soft drink bottlers and 
several franchised restaurant operators. PepsiCo continues to seek 
opportunities to strengthen its position in its domestic and 
international industry segments through strategic acquisitions. 
Purchases of PP&E are expected to increase from $1.2 billion in 
1990 to approximately $1.5 billion in 1991. About 40% of that 
amount is targeted for the restaurants segment, with the balance 
evenly divided between the soft drinks and snack foods segments. 
The planned PP&E spending reflects restaurant unit expansion, and 
increased capacity for worldwide soft drinks bottling and snack 
foods manufacturing operations. The net purchases of short-term 
investments in 1990 reflected growth in the Puerto Rico and other 
offshore portfolios due to cash flows generated by worldwide soft 
drink concentrate and international snack foods operations. The 
net sales of short-term investments in 1989 reflected the $331 
million liquidation of certain offshore portfolios to finance a 
portion of the purchase price of the UK. operations. 

Financing Activities 

Financing activities decreased $2.4 billion from 1989 reflecting 
lower acquisition-related borrowing in 1990. The 1989 acquisitions 
were initially funded primarily through short-term borrowings. 
Long-term refinancing of these borrowings has been integrated 
into PepsiCo’s overall financing strategies and activities. 

In September 1990 PepsiCo filed a shelf registration statement 
with the Securities and Exchange Commission covering potential 
debt issuances of $1.5 billion. Debt issuances under this shelf 
registration, all occurring after year-end, totaled $1.0 billion 
through February 1991, with terms of one to three years. PepsiCo 
intends to file a shelf registration in the near future covering 
potential debt issuances of $2.5 billion. Debt issuances under these 
shelf registrations are intended principally to refinance existing 
short-term borrowings. 

Cash dividends declared were a record $302 million in 1990 and 
$253 million in 1989. PepsiCo targets a dividend payout of approx¬ 
imately one-third of the prior year’s earnings, thus retaining 
sufficient earnings to enhance productive capability and provide 
financial resources for growth opportunities. 

Share repurchase decisions are evaluated considering the target 
capital structure and other investment opportunities. In 1990, 
PepsiCo repurchased 6,310,100 shares at a cost of $148 million. The 
number of shares repurchased approximates shares issued in 
conjunction with 1990 acquisitions as well as shares expected to be 
issued in conjunction with the probable acquisition of the fran¬ 
chised domestic KFC operations of Collins Foods International, Inc. 
in 1991. Including these repurchases, 14.4 million shares have been 
purchased under the 45 million share repurchase authority granted 
by PepsiCo’s Board of Directors in 1987. 
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Consolidated Statement of Shareholders’ Equity 

(shares in thousands, dollars in millions, except per share amounts) 

PepsiCo, Inc. and Subsidiaries 


Fifty-two weeks ended December 29,1990 and December 30,1989 and fifty-three weeks ended December 31,1988 





Capital Stock 


Capital 


Currency 



Issued 

Treasury 

in Excess 

Retained 

Translation 



Shares 

Amount 

Sliares 

Amount 

of Par Value 

Earnings 

Adjustment 

Total 

Shareholders Equity December 26,1987 . 

863,083 

$14.4 

(81,844) 

$(553.6) 

$280.9 

$2,776.7- 

$ (9.8) 

$2,508.6 

1988 Net income. 






762.2 


762.2 

Cash dividends declared (per 









share-$0.27). 






(209.2) 


(209.2) 

Shares reissued to Employee Stock 









Ownership Plan. 



365 

2.5 

1.6 



4.1 

Payment of compensation awards and 









exercise of stock options . 



972 

6.6 

0.5 



7.1 

Conversion of debentures . 



3,047 

20.7 

(2.6) 



18.1 

Translation adjustments. 







33.8 

33.8 

Purchase of treasury stock. 



(6,198) 

(71.8) 




( 7 1.8) 

Shares issued in connection with 









acquisitions. 



9,009 

85.9 

22.2 



108.1 

Shareholders’ Equity, December 31,1988 . 

863,083 

$14.4 

(74,649) 

$(509.7) 

$302.6 

$3,329.‘’ 

$ 24.0 

$3,161.0 

1989 Net income. 






901.4 


901.4 

Cash dividends declared (per 









share-$0.32). 






(2527) 


(252.7) 

Payment of compensation awards and 









exercise of stock options . 



901 

6.2 

2.6 



8.8 

Conversion of debentures . 



456 

3.1 

0.8 



3.9 

Translation adjustments . 







42.2 

42.2 

Shares issued in connection with an 









acquisition. 



1,266 

8.6 

17.9 



26.5 

Shareholders’ Equity, December 30,1989 . 

863,083 

$14.4 

(72,026) 

$(491.8) 

$323.9 

$3,978.4 

$ 66.2 

$3,891.1 

1990 Net income. 






1,076.9 


1,076.9 

Cash dividends declared (per 









share-$0.38). 






(302.3) 


(302.3) 

Shares reissued to Employee Stock 









Ownership Plan. 



8 

0.1 

0.2 



0.3 

Payment of compensation awards and 









exercise of stock options . 



1,072 

7.8 

9.1 



16.9 

Conversion c )f debentu res . 



549 

3.9 

1.7 



5.6 

Translation adjustments. 







317.0 

317.0 

Purchase of treasury stock. 



(6,310) 

(147.7) 




(147.7) 

Shares issued in connection with 









acquisitions. 



2,013 

16.3 

30.1 



46.4 

Shareholders’ Equity, December 29,1990 

863,083 

$14.4 

(74,694) $(611.4) 

$365.0 

$4,753.0 

$383.2 

$4,904.2 


Certain amounts above have been restated to reflect the 1990 three-for-one stock split. 
See accompanying Notes to Consolidated Financial Statements 
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Notes to Consolidated Financial Statements 


(tabular dollars in millions except per share amounts) 

Summary of Significant Accounting Policies 

Principles of Consolidation. The financial statements reflect the 
consolidated accounts of PepsiCo, Inc. and its wholly-owned 
subsidiaries. All significant intercompany accounts and transactions 
have lx*en eliminated. Investments in affiliates in which PepsiCo 
exercises significant influence but not control are accounted for by 
the equity method, and the equity in net income is included in the 
Consolidated Statement of Income under the caption “Selling, 
administrative and other expenses.” Certain reclassifications were 
made to 1989 and 1988 amounts to conform with the 1990 
presentation. 

Stock Split. On July 26,1990, PepsiCo’s Board of Directors 
authorized a three-for-one stock split of PepsiCo’s Capital Stock 
effective for shareholders of record at the close of business on 
August 10,1990. The number of authorized shares was also 
increased from 600 million to 1.8 billion. The Consolidated 
Financial Statements for 1990, as well as all other share data in this 
report, reflect this stock split and the increase in authorized shares. 
Prior year amounts also have been restated for the stock split. The 
par value remained l z A cents per share, with capital in excess of par 
value reduced by the total par value of the additional shares. 

Goodwill and Other Intangibles. Goodwill and other intan¬ 
gibles arose from the allocation of purchase prices of businesses 
acquired, with the largest portion representing the value of 
Pepsi-Cola franchise rights reacquired in the acquisitions of fran¬ 
chised domestic soft drink bottling operations. Goodwill and other 
intangibles are amortized < >n a straight-line basis over appropriate 
periods generally ranging from 20 to 40 years. Accumulated 
amortization was $548 million and $359 million at year-end 1990 
and 1989, respectively. 

Marketing Costs. Marketing casts are included in the 
Consolidated Statement of Income under the caption “Selling, 
administrative and other expenses.” Costs of materials in inventory 
and prepayments are deferred, and certain promotional discounts 
are expensed as incurred. All other costs of advertising and other 
marketing and promotional programs are charged to expense 
ratably over the year in which incurred, generally in relation 
to sales. 

Classification of Restaurant Operating Expenses. Operat¬ 
ing expenses incurred at the restaurant unit level consist primarily 
of food and related packaging costs, labor associated with food 
preparation and customer service, and overhead expenses. For 
purposes of the Consolidated Statement of Income, food and 
packaging costs as well as all labor-related expenses are classified 
as “Cost of sales,” and all other unit level expeases lire classified as 
“Selling, administrative and other expenses.” 

Cash Equivalents. Cash equivalents are comprised of funds 
temporarily invested (with original maturities not exceeding three 
months) as part of PepsiCo’s management of day-to-day operating 
cash receipts and disbursements. All other investment portfolios, 
primarily held offshore, are classified as short-term investments. 

Net Income Per Share. Net income per share is computed by 
dividing net income by the weighted average number of shares and 
share equivalents outstanding during each year. 


Research and Development Expenses. Research and 
development expenses, which are expensed as incurred, were $101 
million, $91 million and $84 million in 1990,1989 and 1988, 
respectively. 

Acquisitions and Investments in Affiliates 

During 1990 PepsiCo completed several acquisitions and affiliate 
investments in all three industry segments aggregating $736 
million, comprised of $631 million in cash, $59 million in notes and 
$46 million in PepsiCo Capital Stock. The activity included acquisi¬ 
tions of a 54% equity interest in a Mexican cookie business, 
franchised soft drink bottlers in Canada and franchised domestic 
restaurant operators. 

During 1989 PepsiCo completed a number of acquisitions w ith 
purchase prices aggregating $3.4 billion, principally for cash. The 
acquisitions included the franchised domestic soft drink bottling 
operations of General Cinema Corporation (GC Beverage), 
acquired on March 23,1989 for $1.77 billion, and Smiths Crisps 
Limited and Walkers Crisps Holdings Limited (the UK. operations), 
two snack chips companies in the United Kingdom, acquired on 
July 1, 1989 for $1.34 billion. The remaining activity consisted 
primarily of acquisitions of franchised domestic soft drink bottlers 
and restaurant operators. 

Acquisition and affiliate investment activity in 1988 aggregated 
$1.8 billion, principally comprised of over $1.4 billion in cash, 

$220 million in notes and $108 million in PepsiCo Capital Stock. 

The majority of these acquisitions were franchised domestic soft 
drink bottlers, the largest of which were the bottling operations of 
Grand Metropolitan Incorporated acquired on August 4,1988 for 
$705 million in cash. On I>ecember 31,1987 PepsiCo also acquired 
a 20% equity interest in Pepsi-Cola General Bottlers, Inc. (the 
remaining equity of which is owried by Whitman Corporation), 
contributing $177 million in cash and certain previously consoli¬ 
dated bottling operations with an aggregate carrying value of 
$17 million. 

The acquisitions have been accounted for by the purchase 
method; accordingly; their results are included in the Consolidated 
Financial Statements from their respective dates of acquisition. 

The following table presents the unaudited pro forma combined 
results of PepsiCo and the 1989 acquisitions of GC Beverage and the 
UK. operations as if they had occurred at the beginning of 1989 
and 1988, and a substantial majority of the 1988 acquisitions as if 
they had occurred at the beginning of 1988. The aggregate impact 
of acquisitions in 1990 and all other acquisitions for 1989 and 1988 
was not material to PepsiCo’s net sales, income or income per 
share; accordingly, no related pro forma information is provided. 
The pro forma information does not necessarily represent what the 
actual consolidated results would have been for these periods and 
is not intended to be indicative of future results. 


_1989 1988 

Net sales. $15,620.2 $13,930.9 

Net income . $ 859.3 $ 649.3 

Per share . $ 108 $ 0.82 
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Business Segments 

Information regarding industry segments and geographic areas of 
operations is provided on pages 34 and 35. 

Joint Venture Stock Offering 

PepsiCo’s Kentucky Fried Chicken joint venture in Japan (KFC-J) 
completed an initial public offering (IPO) to Japanese investors on 
August 21,1990. KFC-J is a joint venture whose principal share¬ 
holders are Mitsubishi Corporation and PepsiCo. The IPO consisted 
of 6.5 million shares of stock in KFC-J. Each principal shareholder 
sold 2.25 million shares and an additional two million new shares 
were sold by KFC-J. As a result of these transactions, each principal 
shareholder’s interest declined from 48.7% to 30.5%. 

PepsiCo’s sale of 2.25 million shares generated pretax cash 
proceeds of $129.6 million. The resulting one-time gain from the 
IPO of $118.2 million ($53.0 after-tax or $0.07 per share) is 
comprised of a $94.3 million gain ($42.3 after-tax) from PepsiCo’s 
sale of the 2.25 million shares and a $23.9 million ($10.7 after-tax) 
noncash equity gain from the side of the two million new shares by 
KFC-J. 


Discontinued Operation Charge 

The discontinued operation charge of $14.0 million ($13.7 after-tax 
or $0.02 per share) represents additional amounts provided in 1990 
for various pending law'suits and claims relating to a business sold 
in a prior year. Substantially all of the charge is a capital loss for 
which PepsiCo derives no current tax benefit. 

Inventories 

Inventories are valued at the lower of cost (computed on the 
average, first-in, first-out or last-in, first-out methods) or net 
realizable value. Inventories computed on the last-in, first-out 
(LIFO ) method comprised 54% and 56% of inventories at year-end 
1990 and 1989, respectively. 



1990 

1989 

Raw- materials, supplies and in-process . . 

$315.4 

$295.1 

Finished goods . 

285.3 

266.5 

Total (approximates current cost). 

600.7 

561.6 

Excess of current cost over UFO cost.... 

(14.9) 

(15.5) 


$585.8 

$546.1 


Property, Plant and Equipment 

Property, plant and equipment are stated at cost. Depreciation is 
calculated principally on a straight-line basis over the estimated 
useful lives of the assets. Depreciation and amortization expense in 
1990,1989 and 1988 was $686 million, $610 million and $547 
mill ion, respectively. 



1990 

1989 

Land. 

$ 785.4 

$ 702.0 

Buildings and improvements. 

3,173.7 

2,815.6 

Capital leases, primarily buildings. 

265.4 

241.9 

Machinery and equipment. 

4,753.2 

4,058.9 

Accumulated depreciation and 

8,977.7 

X 

X 

K 

amortization. 

(3,266.8) 

(2,688.2) 


$5,710.9 

$5,130.2 


Leases 

PepsiCo has noncancelable commitments under both capital and 
operating leases, primarily for restaurant units. Certain of these 
units have been subleased to restaurant franchisees. Lease commit¬ 
ments on capital and operating leases expire at various dates 
through 2032. 

Future minimum lease commitments and sublease receivables 
under noncancelable leases are as follows: 

Commitments Sublease Receivables 

Direct 

Capital Operating Financing Operating 


1991 . $ 39.2 $ 179.2 $11.5 $ 8.2 

1992 . 35.1 160.9 10.9 7.8 

1993 . 32.3 144.3 9.2 7.4 

1994 . 30.6 130.4 9.0 6.9 

1995 . 28.2 122.1 6.7 6.2 

Later years . 175.3 582.8 22.1 29.1 


$3407 $1,3197 $69.4 $65.6 


At year-end 1990 the present value of minimum lease payments 
for capital leases was $194 million, after deducting $1 million for 
estimated executory costs ( taxes, maintenance and insurance) and 
$146 million representing imputed interest. The present value of 
minimum receivables under direct financing subleases was $46 
million after deducting $23 million of unearned interest income. 

Rental expense and income were as follows: 

_Rental_ 

Expense_Income 


1990 $272.7 $10.5 

1989 . 236.9 14.2 

1988 . 2197 13.2 


Included in the above amounts were contingent rental expense 
of $21.4 million, $20.8 million and $16.8 million and contingent 
rental income of $4.9 million, $4.5 million and $4.6 million in 1990, 
1989 and 1988, respectively. Contingent rentals are based on sales 
by restaurants in excess of levels stipulated in the lease agreements. 






























































Short-term Borrowings and Long-term Debt 

1989 

Short-term Borrowings 

Commercial paper (7.9% and 8.7% 

weighted average interest rate at year-end 
1990 and 1989, respectively). 

$3,168.8 

$3,081.8 

Current maturities of long-term debt 
issuances . 

1,085.0 

316.8 

Notes . 

624.8 

594.8 

Other borrowings.. 

247.9 

422.9 

Amount reclassified to long-term debt (A) . 

(3,500.0) 

(3,550.0) 


$1,626.5 

$ 866.3 

Long-term Debt 

Short-term borrowings, reclassified (A) . . . 

$3,500.0 

$3,550.0 

Notes due 1991 through 1998(7.9% 
weighted average interest rate at year-end 
1990and 1989) (B). . 

1,513.7 

871.1 

Zero coupon n< )tes, $1.1 billion due 

1991-2012 (14.0% semi-annual weighted 
average yield to maturity at year-end 

1990 and 1989). ... 

348.1 

308.7 

Swiss franc perpetual Foreign Interest Pay¬ 
ment bonds(C) . 

209.9 

209.1 

European Currency Units 7 y*% and 7 3 /h% 
notes due 1990 and 1992 (D) 

135.2 

239.3 

Pound sterling 914% notes due 1993 (D) . . 

115.5 

96.8 

Swiss franc 514% bearer Ex >nds due 

1995 (D) . 

104.7 

86.9 

Australian dollar notes due 1990 (13 3% 
weighted average interest rate at year-end 
1989) ... 


81.5 

Italian lire 1014% notes due 1991 (D) . 

88.8 

79.0 

Canadian dollar 8%% notes due 1991 (B) 

64.6 

64.6 

Capital lease obligations (See Note 

on page 44.). 

193.8 

179.3 

Other, due 1991 -2020 (8.9% and 9.0% 
weighted average interest rate at year-end 
1990 and 1989, respectivelv). 

410.8 

327.6 


6,685.1 

6,093.9 

Less current maturities of long-term debt 
issuances . 

(1,085.0) 

(316.8) 

Total long-term debt . 

$5,600.1 

$5,777.1 


Long-term debt is carried net of any related discount or premium 
and unamortized debt issuance costs. The debt agreements include 
various restrictions, none of which is presently significant to 
PepsiCo. 

The annual maturities of long-term debt through 1995, excluding 
capital lease obligations and the reclassified short-term borrow¬ 
ings, are: 199141.1 billion; 19924531 million; 19934474 million; 
19944120 million and 19954134 million. 


(A) At year-end 1990 $3 5 billion of short-term borrowings were 
classified as long-term, reflecting PepsiCo's intent and ability to 
refinance these borrowings on a long-term basis, through either 
long-term debt issuances or rollover of existing short-term N arrow¬ 
ings. At year-end 1990 and 1989, PepsiCo had revolving credit 
agreements aggregating $3.5 billion and $3.6 billion, respectively, 
with the current agreements covering potential borrowings 
through 1994 aid 1995. These available credit facilities provide the 
ability to refinance short-term borrowings. 

(B) PepsiCo has entered into interest rate sw r ap agreements to 
effectively convert $679 million of fixed interest rate debt issuances 
to variable rate debt with a weighted average interest rate of 7.8% at 
year-end 1990. The differential to be paid or received on interest 
rate swaps is accrued as interest rates change and is charged or 
credited to interest expense over the life of the agreements. Due to 
the frequency of interest payments and receipts, PepsiCo's credit 
risk related to interest rate sw aps is not significant. 

(C) The coupon rate of the Swiss franc 400 million perpetual 
Foreign Interest Payment lx>nds issued in 1986 is 714% through 
1996. The interest payments are made in US. dollars at a fixed 
contractual exchange rate. The bonds have no stated maturity date. 
At the end of each 10-year period after the issuance of the bonds, 
PepsiCo and the bondholders each have the right to cause 
redemption of the bonds. If not redeemed, the coupon rate will be 
adjusted based on the prevailing yield of 10-year US. Treasury 
Securities. The principal of the bonds is denominated in Swiss 
francs. PepsiCo can and intends to limit the ultimate redemption 
amount to the US. dollar proceeds at issuance, which is the basis of 
the carrying value in both years. 

(D) PepsiCo has entered into currency exchange agreements to 
hedge its foreign currency exposure on these issues of non-U.S. 
dollar denominated debt. At year-end 1990, the agreements effec¬ 
tively established US. dollar liabilities of $49 million with a 
weighted average fixed interest rate of 9.9% and $294 million with a 
weighted average variable interest rate of 7.5%. The carrying values 
of these agreements, w hich are based on current exchange rates, 
aggregated $101 million in receivables at year-end 1990. Changes in 
these values resulting from exchange rate movements are offset by 
the changes in the carrying values of the underlying foreign 
currency denominated obligations, which are also based on cur¬ 
rent exchange rates. 

The counterparties to PepsiCo’s interest rate swaps and currency 
exchange agreements discussed above consist of a diversified 
group of financial institutions. PepsiCo is exposed to credit risk to 
the extent of nonperformance by these counterparties; however, 
PepsiCo regularly monitors its positions and the credit ratings of 
these counterparties and considers the risk of default to be remote. 
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Nonrecourse Obligation 

In 1987 PepsiCo entered into an agreement related to a non¬ 
recourse obligation (the Obligation) under which it received net 
proceeds of $299 million. The Obligation and related interest are 
payable solely from future royalty payments from certain indepen¬ 
dent domestic franchisees of one of PepsiCo's restaurant chains for 
a period not to exceed 10 years. The Obligation carries a variable 
interest rate (8.4% as of December 29,1990) based upon a 
commercial paper rate. Under the terms of the agreement, prin¬ 
cipal repayments during the first five years can be readvanced; as it 
is PepsiCo’s intent to elect this provision, the entire Obligation is 
considered noncurrent Principal repayments, net of amounts 
readvanced, are estimated to be $244 million over the next five 
years. 


Income Taxes 

Provision for income taxes on income from continuing operations: 



1990 

1989 

1988 

Current- Federal . 

$301.5 

$221.7 

$235.2 

Foreign. 

126.6 

89.5 

52.8 

State. 

62.3 

38.0 

40.6 


490.4 

349.2 

328.6 

Deferred-Federal . 

66.0 

95.7 

37.4 

Foreign. 

12.5 

1.2 

1.7 

State. 

7.9 

3.0 

(2.7) 


86.4 

99.9 

36.4 

$576.8 

$449.1 

$365.0 


The deferred income tax provision, which results from dif¬ 
ferences in the timing of recognition of revenue and expense for 
financial reporting and tax purposes, included amounts related to 
depreciation of property, plait aid equipment of $34.5 million, 
$36.3 million and $44.0 million aid amortization of intaigibles of 
$46.0 million, $47.3 million aid $15.6 million in 1990,1989 and 
1988, respectively. 


U.S. aid foreign income from continuing operations before 
income taxes: 


_1990 _1989_1988 

U.S. $ 915.5 $ 843.4 $ 773.4 

Foreign. 751.9 507.1 353-8 

$1,667.4 $1,350.5 $1,127.2 


Consistent with the allocation of income for tax purposes, 
approximately 50% of the income arising from the sale of soft drink 
concentrates maiufactured in Puerto Rico is included in Foreign in 
the above table. Under the terms of a Puerto Rico tax incentive 
grait that was attended in 1989 aid expires in 2006, the allocated 
soft drink concentrate manufacturing profits and all investment 
earnings in Puerto Rico were taxed at rates of approximately 7% 
aid 4% in 1990 and 1989, respectively, with a nominal tax provided 
in 1988. The 7% Puerto Rico tax is applicable through 2006. 


PepsiCo's soft drink concentrate manufacturing profits in Ireland 
were exempt from income tax through mid-1989 when a 10% tax, 
applicable through 2010, became effective. 

Deferred taxes were not provided on unremitted earnings of 
foreign subsidiaries that are intended to be indefinitely reinvested. 
These unremitted earnings aggregated approximately $605 million 
at year-end 1990, exclusive of amounts that if remitted in the future 
would result in little or no tax under current tax laws and the 
amended Puerto Rico tax incentive grant. 


Reconciliation of the U.S. federal statutory tax rate to PepsiCo’s 
effective tax rate on income from continuing operations: 



1990 

1989 

1988 

U.S. federal statutorv tax rate. 

State income tax net of federal 

34.0% 

34.0% 

34.0% 

tax benefit. 

Earnings in jurisdictions taxed at 
lower rates (principally 

1.9 

2.0 

2.2 

Puerto Rico and Ireland). 

Nondeductible amortization of 

(3.9) 

(3.9) 

(3.7) 

gcxxlwill aid other intangibles. 

Tax basis difference related to joint 

1.6 

2.0 

1.4 

venture stock offering. 

1.6 

- 

- 

Other, net. 

(0.6) 

(0.8) 

(1.5) 

Effective tax rate. 

34.6% 

33.3% 

32.4% 


Deferred income taxes reflected in the Consolidated Balance 
Sheet under the caption “Deferred Income Taxes" included 
amounts related to timing differences of $741.9 million ancl $635.9 
million and Safe Harbor leases of $200.9 million and $221.0 million 
in 1990 and 1989, respectively. Prepaid income taxes of $11.6 million 
in 1990 are reflected under the Consolidated Balance Sheet caption 
“Prepaid expenses and other current assets." Current deferred 
income taxes of $8.2 million in 1989 are reflected under the 
Consolidated Balance Sheet caption “Other current liabilities." 

In 1981 and 1982 PepsiCo invested in Safe Harbor leases (the 
Leases). These transactions, which do not impact the provision for 
income taxes, decrease income taxes payable over the initial years 
of the Leases and increase them over the later years. The deferred 
federal income taxes payable related to die Leases are based on the 
current U.S. federal statutory tax rate. Taxes payable related to die 
Leases are estimated to lx* $40 million over the next five years. 

In December 1989 the Financial Accounting Standards Board 
(the FASB) amended Statement No. 96 on Accounting for 
Income Taxes to extend the required adoption date to 1992. As the 
FASB continues to review and evaluate possible amendments, 
including a further extension of the adoption date, PepsiCo is 
unable to predict the final FASB requirements and therefore cannot 
reasonably estimate the effects of adoption. 
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Retirement Plans 

PepsiCo has noncontributory defined benefit pension plans cover¬ 
ing substantially all full-time domestic employees as well as 
contributory and noncontributory defined benefit pension plans 
covering certain international employees. Benefits generally are 
based on years of service and compensation or stated amounts for 
each year of service. PepsiCo funds the domestic plans in amounts 
not less than minimum statutory funding requirements nor more 
than the maximum amount that can be deducted for federal 
income tax purposes. International plans are funded in amounts 
sufficient to comply with local statutory requirements. The plans’ 
assets consist principally of equity securities, government and 
corporate debt securities and other fixed income obligations. 
Capital Stock of PepsiCo accounted for approximately 18.1% and 
16.8% of the total market value of the plans’ assets at year-end 1990 
and 1989, respectively 

In 1989, PepsiCo acquired Smiths Crisps Limited and Walkers 
Crisps Holdings Limited, two snack chips companies in the United 
Kingdom (the U.K. operations). The U.K. operations’ employees 
were covered by various plans, including multiemployer plans. 
Pension expense and the required disclosures under SPAS 87 were 
not determinable until completion in late 1990 of a preliminary 
allocation of the assets of those plans, the transfer of relevant 
employees to separate plans and the appropriate actuarial valua¬ 
tions. Accordingly, the 1990 information presented below includes 
both the domestic plans and the U.K. operations’ plans, while the 
1989 and 1988 information includes only the domestic plans. 

Other international plans are not significant in the aggregate and 
therefore are not included in the disclosures below. None of these 
other international plans was significantly over or underfunded at 
year-end 1990. 

The net pension expense (credit) for company-sponsored plans 
(the Plans) included the following components: 



1990 

1989 

1988 

Service cost of benefits 

earned. 

$48.1 

$ 32.0 

$ 24.8 

Interest cost on projected 

benefit obligations .... 

63-3 

47.1 

40.0 

Return on the Plans' assets: 

Actual . 

(27.0) 

(154.6) 

(86.1) 

Deferred gain (loss). . . 

(55.9) 

89.9 

23.5 


(82.9) 

(64.7) 

(62.6) 

.Amortization of net transi- 

tiongain. 

(19.0) 

(19.0) 

(19.0) 

Pension expense (credit). 

$ 9.5 

$ (4.6) 

$(16.8) 


For certain Plans accumulated benefits exceeded the assets, but 
the related amounts were not significant. Reconciliations of the 
funded status of the Plans to the prepaid pension liability included 
in the Consolidated Balance Sheet are as follows: 



1990 

1989 

Actuarial present value of benefit 
obligations: 

Vested benefits. 

$(549.9) 

$(449.0) 

Nonvested benefits. 

(90.8) 

(75.0) 

Accumulated benefit obligation. 

(640.7) 

(524.0) 

Effect of projected compensation 

increases. 

(101.9) 

(92.1) 

Projected benefit obligation. 

(742.6) 

(616.1) 

Plan assets at fair value . 

985.7 

869.8 

Plan assets in excess of projected benefit 

obligation. 

243.1 

253.7 

Unrecognized prior service cost . 

42.4 

26.2 

Unrecognized net gain. 

(84.6) 

(104.0) 

Unrecognized net transition gain. 

(148.1) 

(167.1) 

Prepaid pension liability 

$ 52.8 

$ 8.8 

Included in: 

“Investments in Affiliates and Other 

Assets” . 

$ 85.3 

$ 31-2 

“Other current liabilities”. 

(17.0) 

(14.3) 

“Other Inabilities Lind 

Deferred Credits”. 

(15.5) 

(8.1) 


$ 52.8 

X 

be 


The assumptions used in computing the information above were 
as follows: 



1990 

1989 

1988 

Discount rate-pension expense 
(credit). 

9.1% 

10.1% 

10.0% 

Expected long-term rate of 
return on plan assets. 

10.2% 

10.0% 

10.0% 

Discount rate-projected benefit 
obligation. 

9.5% 

9.0% 

10.1% 


Future compensation growth 

rate... 5.0%-7.0% 5.0%-7.0% 5.0%-7.0% 

The 1990 discount rates and rate of return represent weighted 
averages, reflecting the combined assumptions for domestic and 
the U.K. operations' plans in 1990. 

Full-time domestic employees not covered by the Plans generally 
are covered by multiemployer plans as part of collective-bargaining 
agreements. Pension expense for these multiemployer plans w r as 
not significant in the aggregate. 

PepsiCo provides health care and life insurance benefits to 
certain retired nonunion employees, the costs of which are 
expensed as incurred. In December 1990, the FASB issued State¬ 
ment of Financial Accounting Standards No. 106 (SFAS106), 
“Employers’ Accounting for Postretirement Benefits Other Than 
Pensions,” which requires die recognition of postretirement benefit 
expenses on an accrual basis. PepsiCo has not yet determined the 
impact of accounting for these costs on an accrual basis; however, 
the 1990 expense for health care claims incurred and life insurance 
premiums paid was $20.4 million. PepsiCo expects to implement 
SFAS 106 by its required adoption date in 1993. 
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Employee Incentive Plans 

In 1989 PepsiCo established the PepsiCo SharePower Stock Option 
Plan. Under this plan, which was approved by the Board of 
Directors, all employees who meet eligibility requirements may be 
granted stock options. Executive officers, part-time and short- 
service employees principally comprise the non-eligible group. 
Executive officers may be granted similar benefits under the 1987 
Long-Term Incentive Plan. A stock option represents the right, 
exercisable in the future, to purchase one share of PepsiCo Capital 
Stock at the fair market value on the date of the grant. The number 
of options granted is based on a percentage of the employee’s 
annual earnings. The grants may be made annually, have a term of 
10 years from the grant date and generally become exercisable 
ratably over the five years after the grant date. SharePower options 
were granted to approximately 91,000 and 77,000 employees in 
1990 and 1989, respectively. 

The shareholder-approved 1987 Long-Term Incentive Plan (the 
Plan), effective January' 1,1988, provides long-term incentives to key 
employees through stock options, performance shares, stock 
appreciation rights (SARs) and incentive stock units (Units). The 
Plan authorizes up to a maximum of 54 million shares of PepsiCo 
Capital Stock to be purchased or paid pursuant to grants by the 
Compensation Committee of the Board of Directors (the Commit¬ 
tee), which is composed of outside directors. There were 34 
million and 43 million shares available for future grants at year-end 
1990 and 1989, respectively. Payment of awards other than stock 
options is made in cash and/or PepsiCo Capital Stock as deter¬ 
mined by tlie Committee. 

Under the Plan, a stock option is exercisable for a specified 
period generally falling between 1 and 15 years from the date of 
grant. A performance share, equivalent to one share of PepsiCo 
Capital Stock, generally vests and is payable four years after the date 
of grant, contingent upon attainment of prescribed performance 
criteria. Employees may receive partial performance share awards 
if they become eligible for new r or increased awards subsequent to 
a grant. A stock option is granted with each performance share. 
Beginning with the 1988 award, a specified number of additional 
stock options are granted in lieu of a performance share. These 
additional stock options may be converted to a performance share 
at the employee’s election within 60 day's from the date of grant. 

SARs, available to certain senior management employees hold¬ 
ing stock options, may be granted in the year the related optioas 
become exercisable. They allow the employees to surrender an 
option for an amount equal to the appreciation between the option 
exercise price and the fair market value of PepsiCo Capital Stock on 
the date the SAR is exercised. SARs expire no later than the 
expiration date of the related options. The maximum number of 
stock options that can be surrendered for SARs is 30% of 
outstanding options that have been exercisable for more than one 
year. During 1990,147,570 SARs were granted. SARs outstanding at 
year-end 1990 and 1989 were 272,568 and 168,954, respectively. 

Under the Plan, eligible middle management employees were 
granted Units, and beginning in 1989, stock options are granted in 
lieu of the Units. A Unit is equivalent in value to the fair market 
value of one share of PepsiCo Capital Stock at specified dates over a 
six-year vesting period from the date of grant. Units outstanding at 
year-end 1990 and 1989 were 585,149 and 671,902, respectively 


The combined estimated costs of performance shares, SARs and 
Units, expensed over the applicable vesting periods of the awards, 
were $13 million, $25 million and $16 million in 1990,1989 and 
1988, respectively. 

Award activity' for 1990 and 1989 was as follows: 


Share Power 

Long-Term 

Plan 

Incentive Plan 

Stock 

Stock Performance 



Options 

Options 

Shares 

Outstanding at 
December 31,1988 


(000!s) 

17,480 

2,918 

Granted. 

10,742 

2,109 

15 

Exercised/Paid. 

- 

(614) 

— 

Surrendered for 

performance shares . . 


(49) 

16 

Surrendered for SARs. . . 

- 

(29) 

— 

Cancelled. 

(697) 

(572) 

(147) 

Outstanding at 
December 30,1989 

10,045 

18,325 

2,802 

Granted. 

8,808 

12,179 

— 

Exercised/Paid. 

(37) 

(868) 

(2346) 

Surrendered for 

performance shares.. 

_ 

(1,228) 

409 

Surrendered for SARs. . . 

- 

(44) 

- 

Cancelled. 

(1,589) 

(1.490) 

(69) 

Outstanding at 
December 29,1990 

17,227 

26,874 

796 

Exercisable at 

December 29,1990 

1,840 

4,139 


Option prices per 
share: 

Exercised during 1990 

$17.58 

$4.11 to $20.00 


Exercised during 1989 

- 

$4.11 to $ 8.75 


Outstanding at 





year-end 1990 $17.58 to $25.96 $4.11 to $26.44 


The above Long-Term Incentive Plan activity includes gr.mts to 
middle management employees of 1,070,436 and 850,785 stock 
optioas in 1990 and 1989, respectively, 692,880 of which were 
exercisable at year-end 1990. 

Contingencies 

PepsiCo is subject to various claims and legal contingencies. While 
the ultimate liability that could result from these matters cannot be 
determined presently, management believes such liability will not 
have a material adverse affect on PepsiCo!* business or financial 
condition. 

At year-end 1990 PepsiCo was contingently liable under direct 
and indirect guarantees aggregating $97 million. The guarantees 
are primarily issued to support financial arrangements of certain 
restaurant and soft drink bottling franchisees and PepsiCo joint 
ventures. PepsiCo manages the risk associated with these guaran¬ 
tees by performing appropriate credit reviews in addition to 
retaining certain rights as a franchisor or joint venture partner. 
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Management’s Responsibility for 
Financial Statements 


To Our Shareholders: 

Management is responsible for the preparation, integrity and 
objectivity of the consolidated financial statements and related 
notes. To meet these responsibilities, we maintain a system of 
internal control, supported by formal policies and procedures, 
which include an active Code of Conduct program intended to 
ensure key employees adhere to the highest standards of personal 
and professional integrity. PepsiCo's internal audit function 
monitc >rs and reports on the adequacy of and compliance w ith our 
internal controls, policies and procedures. Although no cost effec¬ 
tive internal control system will preclude all errors and irreg¬ 
ularities, we believe the established system of internal control 
provides reasonable assurance that assets are safeguarded, transac¬ 
tions are recorded in accordance with our policies and the financial 
information is reliable. 

The consolidated financial statements have been prepared in 
conformity with generally accepted accounting principles applied 
on a consistent basis, and include amounts based upon our 
estimates and judgments, as required. The consolidated financial 
statements have been audited by our independent auditors, who 
have expressed their opinions with respect to the fairness of the 
statements. Their audits included a review of the system of internal 
contn )l and tests of transactions to the extent they considered 
necessary to render their opinions. 

The Audit Committee of the B< >ard of Directors is composed 
solely of outside directors. The Audit Committee meets periodi¬ 


cally with our independent auditors, PepsiCo internal auditors and 
management to review accounting, auditing, internal control and 
financial reporting matters. Both our independent auditors and 
internal audiu >rs have free access to the Audit Committee. 



Wayne Calloway 

Chairman of the Board and Chief Executive Officer 

Robert G. Dettmer 

Executive Vice President and Chief Financial Officer 

u (Mx&v) 

Robert L Carleton 

Senior Vice President and Controller 


Report of KPMG Peat Marwick 
Independent Auditors 


Board of I directors and Shareholders 
PepsiCo, Inc. 

We have audited the accompany ing consolidated balance sheet of 
PepsiCo, Inc. and subsidiaries as of December 29,1990, and the 
related consolidated statements of income, shareht >lders equity, 
and cash flows for the year then ended, appearing on pages 34.33, 
36,38,40,42 through 48. These financial statements are the 
responsibility of PepsiCo, Inc.'s management. Our responsibility is 
to express an opinion on these financial statements based on our 
audit. The consolidated financial statements of PepsiCo, Inc. and 
subsidiaries as of Decemlxr 30,1989 and for each of the years in 
the two-year peri<xl ended Decemlxr 30,1989 were audited by 
other auditors whose report, dated February 6,1990, expressed an 
unqualified opinion on those statements. 

We conducted our audit in accordance with generally accepted 
auditing standards. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the 


amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides 
a reasonable basis for our opinion. 

In our opink >n, the financial statements referred to above 
present fairly; in all material respects, the consolidated financial 
position of PepsiCo, Inc. and subsidiaries at December 29.1990, and 
the results of its operations and its cash flow s for the year then 
ended in conformity with generally accepted accounting principles. 


iu. 

New York, New York 
February 3,1991 


49 






Selected Financial Data 

(in millions except per share, shareholder 
and employee amounts, unaudited) 

PepsiCo, Inc. and Subsidiaries 


Growth Rates 


Compounded 


10-Year 


5-Year 


Annual 

1-Year 

1989-90 


1990 


1989 


Summary of Operations 







13.6% 

18.6% 

16.8% 

$17,802.7 

$15,242.4 

Gxst c >f sales and operating expenses . 




15,628.9 

13,459.5“ 1 

Interest expense . 




688.5 

609 6 

Interest incc >me . 




(182.1) 

(177.2) 





16,135.3 

13,8919 

Income from continuing operations before income taxes ... 

14.4% 

19.5% 

23.5% 

1,667.4 

1350 5 

Prc >visic >n for income taxes . 




_5748 

449 1 

Income from continuing operations . 

16.6% 

20.7% 

21.0% 

$ 1,090.6 

S 901 t 

Net income . 

15.2% 

14.6% 

19.5% 

$ 1,076.9 

8 9014 

Income per share fn >m continuing operatic ms . 

16.8% 

21.9% 

21.2% 

$ 1.37 

S 1.13 tc> 

Net i nec )me per share . 

15.5% 

15.7% 

19.5% 

$ 1.35 

S 1.13 

Gush dividends declared per share . 

10.6% 

14.5% 

19J% 

$ 0.383 

$ 0.320 

Average shares and equivalents i>utstanding . 




798.7 

7960 

Cash Flow Data 1 * ’ 






Net cash generated bv continuing operations . 

16.5% 

20.9% 

11.9% 

$ 2,110.0 

$ 1.8859 

Acquisitions and investments in affiliates for cash 




$ 630.6 

S 3,2966 

Purchases of property; plant and equipment for cash . 

10.2% 

8.9% 

25.0% 

$ 1,180.1 

$ 9438 

Cash dividends paid . 

10.2% 

12.8% 

21.5% 

$ 293.9 

$ 2419 

Year-End Position 






Total assets . 

17.9% 

23.8% 

13.3% 

$17,143.4 

$15,126.7 

Total debt* f) . 

23.8% 

38.0% 

8.4% 

$ 7,526.1 

$ 4942.8 -s 

Shareholders equity . 




$ 4,90*.2. 

Sf3,891.1 

Pershare . 

13.0% 

21.7% 

26.4% 

$ 6.22 

$ 4.92 

Market price per share . 

24.5% 

26.7% 

20.5% 

$ 25% 

$ 21% 

w 

Shares (mtstanding . 




788.4 

7911 

Employees . 

10.7% 

15.5% 

15.8% 

308,000 

266,000 

Sharehi >lders of reci >rd . 




107,000 

95,000 

Statistics 






Return on average shareholders* equitv 4 « ) . 




24.8% 

25.6% 

Retum on net sales ( # ) . 




6.1% 

5.9% 

Historical cost net debt ratio* h > . 




4' 7 % 

51% 

Market net debt ratio ( ' ) . 




22% 

24% 


All share and per share amounts have been restated to reflect the 1990 three-for-one stock split described in the Note to G)ns« )lidated Financial 

Statements i in page -43. 

(a) PepsiG) adopted the Financial .Accounting standard (SFAS) No. 8“' on Employers* Accounting for Pensions. Prior years are not restated for 
SEAS 8“\ 

(h) PepsiG) adopted the Financial Accounting Standard (SFAS) No. S2 on Foreign Currency Translation. Prior years are not restated for SFAS 52. 

(c) In 198*4 a $156.0 charge ($62.0 after-tax or SOXF per share) was recorded related to a program to sell several company-ow ned international bottling 
operations In 1985 a $25.9 credit ($14.9 after-tax or $0.02 per share ) was recorded to reflect better than anticipated results from the program. In 
1989. an additional $32 5 credit ( $215 after-tax or 50.03 per share) was recorded related to a decision to retain a bottling operation in Japan 
previc )usly held f< >r sale. 

(d) Included a $79.4 charge ($79 4 after-tax or 50.09 per share) related to a reduction in net assets of certain international botding operations. 

(e) PepsiG) adopted the Financial Accounting Standard (SFAS) No. 95 on Reporting of Gish Flows in 1988 Years prior to 198o are not restated for 
SFAS 95 Gish flows from other investing and financing activities, w hich are not presented, are an integral part of total cash flow activity. 

(0 Total debt includes short-term Iwrow ings, long-term debt and the nonrecourse obligation. (See Notes to Consolidated Financial Statements on 
pages 45 and 46.) 

(g) The return on average shareholders* equity and return on net sales are calculated using income from continuing operations. 

(h ) The historical cost net debt ratio represents total debt ( excluding the nonrecourse obligation) reduced by the pro forma remittance of offshore 
investment portfolios, as a percent of capital employed (net debt, other liabilities and deferred credits, deferred income taxes and shareholders' 
equity); 

(i) The market net debt ratii) represents net debt t see Ni )te h) as a percent < )f net debt plus the market value of equity, based on the year-end stock price. 
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1988 

1987< a > 

1986 

1985 

1984 

1983 

1982* h > 

1981 

1980 

512,533-2 

$11,018.1 

$9,017.1 

$"“.584.5 

$7058.6 

56,568.6 

86.232.4 

85,873.3 

$ 4 , 955.9 

11.184.(3 

9,890.5 

8,187.9 

6,802.4* 1 

6,479.5 c 1 

5,9957 

5,684.7 d > 

5,278.8 

4,4357 

344.2 

294.6 

261.4 

195.2 

204.9 

175.0 

163.5 

147.7 

112.7 

(122.2) 

(112.6) 

(122.7) 

(96.4) 

(86.1) 

(536) 

(49.1 1 

(35.8) 

(27.1) 

11,406.0 

10,072.5 

8,326.6 

6,901.2 

6.598.1 

6,117.1 

5799.1 

5,390.7 

4,521.3 

1,127.2 

945.6 

690.5 

683.3 

460.5 

451.5 

4333 

482.6 

434.6 

365.0 

340.5 

226.7 

256.7 

180.5 

169.5 

2297 

213.7 

200.3 

$ 762.2 

5 605.1 

8 463.8 

8 426.6 

$ 280.0 

S 282.0 

s 203.6 

$ 268.9 

$ 234.3 

$ *"6 2.2 

5 594.8 

8 457.8 

$ 543.“’ 

$ 212.5 

$ 284.1 

$ 224.3 

$ 297.5 

8 260.7 

$ 0.97 

$ 0.77 

8 0.59 

$ 0.51 10 

$ 0.33° 

$ 0.33 

$ 0.24 ( d) 

$ 0.32 

$ 0.29 

*J4 

vO 

4 

$ 0.76 

$ 0.58 

$ 0.65 

$ 0.25 

$ 0.33 

$ 0.27 

$ 0.36 

$ 0.32 

$ 0.267 

$ 0.223 

$ 0.209 

$ 0.195 

S 0.185 

$ 0.180 

$ 0.P6 

S 0.158 

$ 0.140 

790.4 

789.3 

786.5 

842.1 

862.4 

859.3 

854.1 

837.5 

820.5 

$ 1.894.5 

$ 1334.5 

$1,212.2 

S 8P.3 

5 981.5 

5 670.2 

5 661.5 

5 515.0 

$ 458.3 

S 1.415.5 

S 371.5 

$1,679.9 

$ 160.0 

$ 

$ 

5 130.3 

$ 

$ 

$ 725.8 

$ "70.5 

S 858.5 

$ “70.3 

$ 555.8 

$ 503.4 

$ 447.4 

$ 414.4 

$ 447.4 

$ 199.0 

$ 172.0 

$ 160.4 

S 161.1 

$ 154.6 

$ 151.3 

$ 142.5 

$ 126.2 

$ 111.2 

$11,135.3 

$ 9,022.7 

$8,027.1 

55,889.3 

$4,876.9 

$4,446.3 

$4,052.2 

$3,960.2 

$3.3097 

$ 4,1070 

$ 3,225.0 

$2,865.3 

$1,506.1 

$ 948.9 

$1,073.9 

$1,033 5 

$1.21 id 

$ 888.6 

$ 3,161.0 

$ 2,508.6 

$2,059.1 

$1,83 7 7 

$1,853 4 

$1794.2 

$1,650.5 

$1,556.3 

51,509.7 

$ 4.01 

$ 3.21 

$ 2.64 

$ 2.33 

S 2.19 

5 2.13 

$ 1.96 

5 1.89 

5 1.84 

$ 13‘/h 

5 11 'A 

$ 8 3 /» 

$ TA 

$ 4V* 

5 414 

5 3 % 

5 4% 

5 27k 

788.4 

781.2 

781.0 

*789.4 

845.2 

842.0 

84 O .4 

824.4 

821.5 

235,000 

225,000 

214,000 

150,000 

150,000 

154,000 

133,000 

120.000 

111,000 

94,000 

92,000 

87,000 

^2,000 

62,000 

60,000 

48,000 

49,000 

51,000 

26.9% 

26 5% 

23.8% 

23.1% 

15.4% 

16.4% 

127% 

17.5% 

16.2% 

6.1% 

5 5% 

5.1% 

5.6% 

3.9% 

4.3% 

3.3% 

4.6% 

4.7% 

37% 

35% 

40% 

24% 

11% 

23% 

30% 

38% 

32% 

20% 

18% 

23% 

12% 

7% 

16% 

20% 

23% 

23% 


Net Sales Income Per Share 

is in Millions) From Continuing 

Operations 

(In Dollars) 



SI 





















































































Quarterly Financial Data 

(in millions except per share amt>unts, unaudited) 


First Quarter Second Quarter Third Quarter Fourth Quarter Full Year 

(12 Weeks) (12 Weeks) (12 Weeks) (16 Weeks) (S2 Weeks) 

1990 1989 1990 1989 1990 1989 1990 1989 1990 1989 


Net s;des. 

$3,677.7 

2,938.3 

4,204.7 

3,392- 

4,475.7 

3,901 6 

5.444.6 

4.-898 

17,802.7 

13.242.4 

Gross profit. 

$1,874.7 

1,529.7 

2,200.7 

1,834.8 

2,307.8 

1,976.1 

2 .809.6 

2,414.1 

9,192.8 

7,774.7 

Income from continuing operations 
before income taxes. 

$ 

275.6 

232.1 

438.9 <a> 

396.51 h> 

566.0< c > 

406.2 

386.9< d > 

295.7c) 

1,667.4 

1350.5 

Provision for income taxes. 

$ 

93.7 

87.0 

146.4 

131.6 

215.7 

1369 

121.0 

~93*6 

576.8 

»19 i 

Income from continuing operations . 

$ 

181.9 

163.1 

292.5 

264.9 

350.3 

2693 

265.9 

202.1 

1.090.6 

901.4 

I )isa intinued t iperatk >n charge 

$ 

— 

- 

— 

- 

(13.7) 

- 

— 

- 

(13.7) 

- 

Net income. 

$ 

181.9 

163.1 

292.5 

264.9 

336.6 

2693 

265.9 

202.1 

1.076.9 

901.4 

Income (charge) per share. 

Continuing operations. 

$ 

0.23 

0.21 

0.36 

0.33 

0.44< c > 

0.34 

0.34 

0.23 

1.37 

1.13 

Discontinued operation 

$ 

- 

- 

- 

- 

(0.02) 

- 

- 

- 

(0.02) 

- 

Net income per share. 

$ 

0.23 

0.21 

0.36(a) 

0.33 1 

0.42 

0.34 

0.34 (d > 

0.25*) 

1.35 

1.13 


NOTE: The per share amounts have been restated to reflect the three-for-one stock split described in the Note to Consolidated Financial Statements on 
page 43 


(a) Included a $9 1 unusual charge ($3.3 after-tax or $0.01 per share) to write-off receivables due to a major domestic retail customer tiling for 
bankruptcy. 

(b) Included a $22.2 net unusual credit ($13.0 after-tax or $0.02 per share) consisting of a $32.3 credit resulting from a decision to retain a Ixntling 
operation in Japan previously held for sale, partially offset by an $8.0 reorganization cliarge to consolidate domestic field operations of KFC and a 
$2 3 net charge in domestic snack foods 

(c) Included a $“*0.6 net unusual credit ($23.8 after-tax or $0.03 per share) consisting of a $118.2 credit from an initial public stock offering by ItpsiCos 
KFC joint venture in Japan, partially offset by an $18.0 charge for accelerated contributions to the PepsiCo Foundation, a $17.6 charge for the 
intended closures of certain underperforming restaurants and a $12.0 charge for potentially uncollectible receivables from highly leveraged 
domestic retail customers 

(d) Included a $26.3 unusual charge ($22.3 after-tax or $0.03 per sliare) consisting of a $13.9 charge to reduce the carrying value of an international 
Pizza Hut joint venture investment, an $8 0 chaige to consolidate domestic Pizza Hut Held operations mid a $2.4 charge to relocate international 
Pizza Hut headquarters. 

(e) Included a $ P.8 unusual charge ($13.2 after-tax or $0.02 per share) consisting of a $12.3 reorganization charge to decentralize international soft 
drinks operations mid a $3.3 reorganization charge to consolidate domestic Held operations of Taco bell. 


Stock Performance 

PepsiCo was formed through the 1963 merger of Fepsi-Cola 
Company and FritoLav, Inc. A $1,000 investment in our stock made 
in 1963 was worth approximately $38,000 on December 29.1990, 
assuming the reinvestment of dividends. Past performance is not 
necessarily indicative of future returns on investments in PepsiCo 
Capital Stock. 

As the chart at the far right illustrates, the return on PepsiCo Capital 
Stock compares favorably with the performance of the Standard & 
I\x>rs 400 over the past five years. 


Year-End Market 
Price Of Stock 

(In Dollars) 



HO HI H2 83 H4 85 H6 H7 HH H9 90 


Comparison 
Of Monthly Market 
Price Performance 

(Closing Price Indexed At 12/31/85) 



■ PepsiCo. Inc. 

■ SAP 400 
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Capital Stock Information 

Stock Trading Symbol 

PEP 

Stock Exchange Listings 

New York, Midwest, Basel, 

Geneva, Zurich, Amsterdam, Tokyo 

At year-end 1990 there were approximately 107,000 shareholders of 
record. 

Dividend Policy 

Cash dividends are declared quarterly. Quarterly cash dividends 
have been paid since PepsiCo was formed in 1965, and dividends 
have increased for 19 consecutive years. 

Consistent with PepsiCo's current payout target of approximately 
one-third of the prior year’s income from continuing operations, 
the 1990 dividend payout ratio was 34% of1989 earnings. 

Dividends Declared Per Share (in cents)* 


Quarter 

1990 

1989 

1 

8V3 

7 

2 

10 

8!/ 3 

3 

10 

m 

4 

10 

m 

Total 

38V3 

32 


Dividend Reinvestment Plan 

Shareholders may increase their investment in our stock by 
enrolling in PepsiCo’s Dividend Reinvestment Plan. A brochure 
explaining this convenient plan, for which PepsiCo pays all fees, is 
available from our transfer agent: 

Manufacturers Hanover Trust Company 
450 West 33rd Street 
New York, New York 10001 

Stock Prices* 

The high, low and closing prices for a share of PepsiCo Capital 
Stock on the New York Stock Exchange, as reported by The Dow 
Jones News/Retrieval Service, for each fiscal quarter of 1990 and 
1989 were as follows (in ck )llars): 


1990 

High 

Low 

Close 

Fourth Quarter 

277s 

21 

257, 

Third Quarter 

277s 

21% 

25*4 

Second Quarter 

25*/2 

20 % 

24Vs 

First Quarter 

2 IV 2 

18 

20*4 

1989 




Fourth Quarter 

22 

18 

217s 

Third Quarter 

207. 

17 

187. 

Second Quarter 

187x 

14 1 /. 

17!/. 

First Quarter 

147. 

12% 

14'A 


’•'Dividend and stock price information rellect the 1990 three-for-one stock split. 


Shareholder Information 

Financial Information 

Security analysts and representatives of financial institutions are 
invited to contact: 

Margaret I> Moore 

Vice President, Investor Relations 

Telephone: (914) 253-3035 

Shareholder Inquiries 

Questions concerning your dividend reinvestment account, divi¬ 
dend payments or address changes should be addressed to 
PepsiCo’s transfer agent: 

Manufacturers Hanover Trust Company 
Security Holder Relations 
PO. Box 24935, Church Street Station 
New York, New York 10249 
Telephone: (212) 613-7147 

Please mention PepsiCo, your name as printed on your stock 
certificate, your social security number, and include your address 
and telephone number in all correspondence. 


Shareholders’ Meeting 

The Annual Meeting of Shareholders will be held at PepsiCo World 
Headquarters on Anderson Hill Road, Purchase, New York, at 
10 a.m. (EDT), Wednesday May 1,1991. Proxies for the meeting will 
be solicited by an independent proxy solicitor. This Annual Report 
is not part of the proxy solicitation. 

If you need additional assistance or information, or would 
like to receive free of charge a copy of PepsiCo’s Form 10-K 
and 10-Q reports filed w ith the Securities and Exchange 
Commission, contact: 

Manager of Shareholder Relations 
PepsiCo, Inc. 

Purchase, New York 10577 
Telephone: (914) 253-3055 


PepsiCo’s Annual Report contains many of the valuable trademarks owned 
and used by PepsiCo and its subsidiaries and affiliates in the l nited States and 
internationally to distinguish products and services of outstanding quality. 
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PepsiCo Directors 


Arnold R. Weber 

President. 

Northwestern University. 61 
Elected 1978 
Committees: Audit, 

Compensation 

Wayne Calloway 

Chairman of the Board 
and Chief Executive Officer, 

PepsiCo, Inc., 55 
Elected 1983 
Committee: Executive 

Roger B. Smith 

Retired Chairman and Chief Executive 
Officer, General Motors Corp., 65 
Elected 1989 
Committees: Audit, 

Compensation 


Donald M. Kendall 

Chairman of the Executive 
Committee (Retired Chairman of the 
Board and Chief Executive Officer, 
PepsiCo), Inc ), 70 
Elected 1961 
Committees: Audit. 

Compensation 




Michael H. Jordan 

Chairman, 

PepsiCo International Foods 
and Beverages, 54 
Elected 1985 
Committee: Executive 

Sharon Percy Rockefeller 

President and Chief Executive Officer, 
WETA public stations, 46 
Elected 1986 
Committees: Audit, 

Compensation 

Robert H. Stewart, 111 

V ice Chairman of the Board, 

Team Bank, 65 
Elected 1965 
Committees: Audit, 

Executive, Compensation 
(Chairman) 
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Clifton C. Garvin, Jr. 

Retired Chairman of the Board 
and Chief Executive Officer. 
Exxon Corporation, 69 
Elected 19“ 7 5 

Committees: Compensation. 
Executive, Audit (Chairman) 

Frank T. Cary 

Retired Chairman and 
Chief Executive Officer. 
International Business 
Machines Corporation, T) 
Elected 1983 
Committees: Audit, 
Compensation. Executive 

Roger A. Enrico 

Chairman, 

Frito-Lay, Inc., 46 
Elected 1987 
Committee: Executive 



Robert E. Allen 

Chairman of the Board 
and Chief Executive Officer, 
AT&T 56 
Elected 1990 
Committees Audit. 
Compensation 


John J. Murphy 

Chairman of the Board. 

Chief Executive Officer 
and President, 

Dresser Industries, 59 
Elected 1984 
Committees: Audit, 
Compensation 

Andrall E. Pearson 

Professor, Harvard Business 
School (Retired President and 
Chief Operating Officer, 
PepsiCo, Inc.), 65 
Elected 1970 
Committees: Audit. 
Compensation 

William T. Coleman, Jr. 

Senior Partner, 

O’Melvenv & Mvers, 70 
Elected 1977 
Committees: Audit, 
Compensation 
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Principal Divisions and Corporate Officers 

(Listings for Division Presidents and Officers include age and years of PepsiCo experience.) 


Divisions 

Pepsi-Cola North America 
Somers, New York 10589 
Craig E. Weatherup, President and 
Chief Executive Officer, 45,17 years 

Frito-Lay, Inc. 

7701 Legacy' Drive 
Plano, Texas 75024 

Roger A. Enrico, Chairman, 46,20 years 
Robert H. Beeby President, 59,19 years 

PepsiCo International Foods and Beverages 
400 Frito-Lay Tower 
Dallas, Texas 75235 

Michael H. Jordan, Chairman, 54,17 years 

Pepsi-Cola International 
Somers, New York 10589 
Christopher A. Sinclair, President and 
Chief Executive Officer, 40,9 years 

PepsiCo Foods International 

400 Frito-Lay Tower 

Dallas, Texas 75235 

John S. Pingel, Jr., President and 

Chief Executive Officer, 49,20 years 

Kentucky Fried Chicken Corporation 
1441 Gardiner Lane 
Louisville, Kentucky 40213 
John M. Cranor III, President and 
Chief Executive Officer, 44,14 years 

Pizza Hut Worldwide 

9111 East Douglas 

Wichita, Kansas 67207 

Steven S Reinemund, President and 

Chief Executive Officer, 42,7 years 

Taco Bell Worldwide 
17901 Von Karman 
Irvine, California 92714 
John E. Martin, President and 
Chief Executive Officer, 45,8 years 

PepsiCo Food Systems Worldwide 

Two Galleria Tower 

3455 Noel Road, Suite 2100 

Dallas, Texas 75240 

Graham G. Butler, Chief Executive 

Officer, 51,19 years 


Officers 

W ayne Calloway' 

Chairman of the Board and 
Chief Executive Officer, 55,24 years 

Donald M. Kendall 
Chairman of the Executive 
Committee, 70,46 years 

Robert G. Dettmer 
Executive Vice President and 
Chief Financial Officer, 59,18 years 

Robert L. Carleton 
Senior Vice President and 
Controller, 50,16 years 

Donovan R. Christopherson 
Senior Vice President, Restaurant 
Development, 58,10 years 

J. Roger King 
Senior Vice President, 

Personnel, 50,21 years 

Edward V Lahevjr. 

Senior Vice President, General 
Couasel and Secretary, 52,26 years 

Joseph F McCann 
Senior Vice President, 

Public .Affairs, 50,19 years 

Leonard Schutzman 
Senior Vice President and 
Treasurer, 44,14 years 

Kenneth T. Stevens 

Senior Vice President, Strategic 

Planning, 39, less than 1 year 

Robert O. Barber 

Vice President and 

Assistant Controller, 41,13 y'ears 

John T. Cahill 
Vice President and 
.Assistant Treasurer, 33,1 year 

Gerard W! Casey' 

Vice President and 

Associate General Counsel, 48,21 years 

Douglas M. Cram 
Vice President and 

Assistant General Counsel, 47,17 years 
Allan B. Deering 

Vice President, Management Information 
Services, 56,10 y'ears 

Lawrence F Dickie 

Vice President, Associate General Counsel 
and Assistant Secretary, 48,14 y'ears 
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Robert S. Enright 

Vice President, Taxes, 44,2 years 

John W Ewing 
Vice President, Human 
Resources. 61,3^ y'ears 

William A. Finkelstein 

Vice President, Intellectual Property 

Counsel, 43,17 years 

JohnJ. Flaherty 
Vice President and 
General Auditor. 51,9 years 

David D. Hatch 

Vice President, Organization 

and Management Development, 

37.6 years 

Joseph J. Joyce 
Vice President and 

Assistant General Counsel, 47,19 y ears 

Fred S. McRobie 
Vice President and 

Assistant General Counsel, 49,16 y'ears 

Margaret D. Moore 

Vice President, Investor Relations 

43, l 7 years 

Claudia E. Morf 

Vice President and 

Assistant Treasurer, 39,9 years 

Charles W Rogers 

Vice President, Compensation 

and Benefits, 42,12 y ears 

David E. Scherb 

Vice President, Benefits, 42,3 years 
David L. Wright 

Vice President, Government .Affairs, 

42.6 years 
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Our model. Reid Asato, was a sumo wrestler 
for 12 years. He was originally from Hawaii. 








Future Big Brands 
(We Hope!) 

In just the last two years. PepsiCo introduced more 
than 60 new products in markets around the world. 
Not all will become big brands, and some may fail 
altogether. But those that succeed will help build a 
great future for PepsiCo. 

Introduced Total Retail Sales 

Since 1989 Since Introduction 


Soft Drinks 

Mug Cream 
Diet Mug Cream 

Sales 


$17 Million 


Snack Foods 

Light Line: Doritos, Ruffles, Cheetos 

Smartfood Cheddar Cheese Popcorn 

Sunchips Multigrain Snacks 

Chee tos Paws Cheese Flavored Snacks 

Doritos Jumpin’Jack Tortilla Chips 

Rold Gold Bavarian Pretzels 

Tostitos Restaurant Style Tortilla Chips 

Crunch Tators Potato Chips 

Grandma’s Grab Cookie Bits 

Fritos Flamin' Hot Corn Chips 

Santitas Cantina Style Tortilla Chips 

Tostitos Lime ’N' Chile Restaurant Style Tortilla Chips 

Ruffles Mesquite Grille B-B-Q Potato Chips 

Frito-Lav Chunky Salsa 

Fun chos Corn Snacks 

Dracoulinia Corn Snacks 

Doritos Enchilados Tortilla Chips 

Fritos Texas Cheese Corn Chips 

Sales $1,389 Million 


Restaurants 

Meat Lover’s Pizza 
Veggie Lover's Pizza 
Cheese Lover's Plus Pizza 
Pepperoni Lover’s Pizza 
£teak Soft Taco 
Thicken Soft Taco 
Chilito 

Taco Supreme 
Nachos Supreme 
Soft Taco Supreme 
Cinnamon Twists 
Lite n Crispy Chicken 
Hot Wings 

Colonel's Chicken Sandwich 


$746 Million 


Grand Total $2.2 Billion 

VCe ran out of space so the list is incomplete. But the total 
gives you an idea of the brand excitement and dynamism 




Big Brands Mean Big Results 

Any doubts about the importance of big brands to a consumer products company? 

If so, consider that in the past five years, PepsiCo more than doubled sales and profits, 
and our shareholders had returns tliat averaged 29% per year. If you invested $100 
in PepsiCo stock in 1985, it would have been worth $361 at the end of1990, assuming 
dividends were reinvested. That’s guaranteed to make even a sumo smile! 
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